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Forum 


The Health Care Financing 
Administration (HCFA) was 
established to combine health 
financing and quality assurance 
programs into a single agency. 
HCFA is responsible for the 
Medicare program, federal participa- 
tion in the Medicaid program, the 
Professional Standards Review pro- 
gram, and a variety of other health 
care quality assurance programs. 

The mission of the Health Care 
Financing Administration is to pro- 
mote the timely delivery of ap- 
propriate, quality health care to its 
beneficiaries—approximately 47 mil- 
lion of the nation’s aged, disabled 
and poor. The agency must also en- 
sure that program beneficiaries are 
aware of the services for which they 
are eligible, that those services are ac- 
cessible and of high quality, and that 
agency policies and actions promote 
efficiency and quality within the total 
health care delivery system. 


Forum, the official magazine of 
HCFA, is published to inform a wide 
audience on all aspects of health care 
financing and the activities and pro- 
grams of the agency. Among its 
readers are health care ad- 
ministrators, planners, and other pro- 
fessionals; state health and health 
financing agencies; and major public 
and private corporations, institutions, 
and associations that finance health 
care for their members or employees. 
Forum provides information on ac- 
tions and policies that promote effi- 
ciency and quality within the total 
health care system, promoting dis- 
cussion and debate of the complex 
issues and problems relating to health 
care. By soliciting views from outside 
HCFA and the Department, Forum 
contributes to a constructive relation- 
ship and dialogue among the agency 
and health care providers, third-party 
payers, and other segments of its 
readership. 





Editorial 
Comment 


Too often, low income and poor 
health go hand-in hand. When child- 
ren suffer these twin handicaps, the 
consequences can be serious and long 
lasting. To have a decent chance to 
lead healthy, productive lives, poor 
children need timely, appropriate, 
and effective health care services. 
Forum’s title article paints a picture 
in broad strokes of the current status 
of child health care and a strategy for 
improving it. 

Another important theme in this 
issue is that of hospitals and their ser- 
vices. It is hardly news that annual 
expenditures on hospital services, the 
largest share of the health care dollar 
and its most rapidly growing compo- 
nent, increased sharply during the 
decade of the 1970s. What can we ex- 
pect in the 1980s? Some predictions 
concerning reimbursement and 
regulation of hospitals are made in an 
article reprinted from the Federation 
of American Hospitals’ Review. 
Another article describes projected 
changes in hospital accounting and 
reporting that the proposed Annual 
Hospital Report will entail. 

Hospitals can optimize facilities 
and dollars through various cost- 
saving techniques, such as “‘swing 
beds.’’ Forum’s feature on a project 
in Utah details the potential for 
lowering overall health care costs by 
using empty acute-care beds for long- 
term-care patients. 


Controlling hospital utilization is 
an important key to cost savings for 
the nation’s employers, who must 
purchase health care services for their 
employees. Health maintenance 
organizations base their substantial 
cost savings largely on reducing the 
rate of hospital use by members. 
HMO’s many good features are 
described in these pages, along with 
plans for HMO expansion. 

States are finding dollars chronic- 
ally short and health services costly. 
Thus, State Medicaid programs need 
to save wherever possible. Forum of- 
fers illustrations of how some states 
continue to ensure medical care for 
the poor, while keeping program 
costs in hand. 

HCFA invites its readers to view 
this magazine as an opportunity for 
the exchange of information—a true 
forum. Letters to the editor, ideas for 
articles, and manuscripts are wel- 
comed. 


Virginia T. Douglas 
Editor 
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New system proposed 

for hospital data reporting 

by John C. Kittrell 

Collection of uniform statistics will 
aid in the fight against inflation in 
health care costs. 





A child health strategy 

by Leonard D. Schaeffer 

Special health needs of children 
will be given high priority by new 
Department of Health and 
Human Services. 
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HMOs: Health care for the 
80s 

by Virginia T. Douglas 

Health maintenance organizations 
offer quality care at affordable 
cost. HMO development targeted 
for 61 communities. 





*Volume 4, Number 2 June 1980 


Health Care Financing Administration 


Swing beds profitable, small 
hospitals find 

by Dr. Bruce A. Walter, J. 
Donald West, and Mark D. Elg- 
gren 

To use acute-care beds for long- 
term care patients, Utah hospitals 
get waiver from Medicare and 
Medicaid requirements. 
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Reimbursing and regulating 
hospitals: Decade of change 
foreseen 

Federal role is expected to ex- 
pand, but rate of cost increase 
and utilization of services should 
taper off. tenn 





State treasury bare, 

some Medicaid programs find 
by Ann Slayton 

But penny-counting measures help 
keep services coming. 
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On March 19, a proposed new plan 
to monitor Medicare and Medicaid 
funds paid to the nation’s hospitals 
was formally unveiled by the Health 
Care Financing Administration. In 
drafting it, HCFA took into consider- 
ation public criticism made of the 
plan’s predecessor of last year. 


The new Annual Hospital Repor- 
ting System, published as a proposed 
regulation in the Federal Register, 
calls for the nearly 7,000 hospitals 
that serve beneficiaries under the two 
programs to use uniform standards in 
reporting program statistics and cost 
information. A 70-day period of 
commeni, ending May 28, allows 
health care professionals and the 
public to respond, before HCFA 
drafts final regulations establishing 
the new system. 


To ensure that the hospital com- 
munity was quickly and accurately in- 
formed about the new plan, HCFA 
immediately sent all hospitals a copy 
of the proposed regulations, a fact 
Sheet, a press release, and a policy 
Statement, under the cover of a 
‘Dear Adrinistrator’’ letter signed 
by HCFA Administrator Leonard D. 
Schaeffer. A press conference was 
held to present cogent features of the 
reporting system. 


In this way, HCFA hoped to fore- 
stall the kind of criticism, confusion, 
and opposition aroused by its earlier 
proposal, SHUR (System for Hospi- 
tal Uniform Reporting), which drewa 
flood of comments. Many were un- 
favorable. HCFA felt that some of 
the criticism was unfair, because the 
proposal was not well understood, 
and aspects of it were misrepresented 
by detractors. 


Both the old and the new system 
were developed in response to a Con- 
gressional mandate, contained in the 
1977 Medicare-Medicaid Anti-Fraud 
and Abuse Amendments, for a 
uniform hospital reporting system. 





New System Proposed 
for Hospital Data Keporting 


by John C. Kittrell 




















What prompted Congress to enact 
such a_ requirement? Why is a 
uniform system needed? What are the 
hoped-for advantages? Who benefits 
from the Annual Hospital Reporting 
System, and will hospitals lose when 
it goes into effect? Is HCFA’s 1980 
proposal better than last year’s, and 
will hospitals again oppose it? 


The answers are interwoven with 
the entire fabric of concerns felt by 
taxpayers, politicians, federal and 





state officials, physicians, and 
hospital administrators over the soar- 
ing cost of medical care, which has 
been rising faster than the cost of liv- 
ing generally. HCFA believes the new 
reporting system constitutes a signif- 
icant weapon in the fight against 
health care inflation, with attractive 
side benefits for the administration of 
Medicare and Medicaid. Here are the 
background and rationale of the An- 
nual Hospital Reporting System. 
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Se the inception of the Medi- 
care and Medicaid programs in 
1966, HEW (now the Department of 
Health and Human Services) has col- 
lected data about the cost and volume 
of the health care services financed. 
Then, as now, the law required only 
that hospitals receive ‘‘reasonable 
cost’’ reimbursement. The programs 
adopted a hospital reimbursement 
system already being used by Blue 
Cross that gave hospitals a great deal 
of flexibility in how they reported 
costs. Such flexibility was considered 
appropriate to the state of the art of 
hospital accounting then. Medicare 
and most state Medicaid programs 
have continued to apply the Blue 
Cross methodology. 


Under that system, hospitals nor- 
mally report their costs on the basis 
of their own ‘‘responsibility’’ accoun- 
ting system. This means they organize 
their revenue and expense reports ac- 
cording to the organizational units 
that produce the revenue and incur 
the expense. 

But the situation has changed. An- 
nual expenditures on hospital care for 
program beneficiaries have skyrock- 
eted—from $3 billion the first year to 
more than $25 billion today. (The two 
programs reimburse over 42 percent 
of all acute, inpatient hospital ex- 
penditures in the United States.) 
Every day, about 300,000 bene- 
ficiaries receive care as hospital inpa- 
tients. 

With each hospital organized dif- 
ferently, costs are computed dif- 
ferently. There is no adequate way to 
compare costs among hospitals or to 
measure productivity. The flexibility 
of the existing reporting system leaves 
too many loopholes. 

As the federal agency which admin- 
isters Medicare and shares with the 
states the administration of Medi- 
caid, HCFA is charged with con- 
trolling costs of health services (pur- 
chased from the nation’s health care 
industry) that beneficiaries receive, 
while seeing that quality of care is 
maintained. HCFA has instituted 
some routine cost limitations based 
on hospital size and services, but 
hospitals can circumvent the limits. 

In the absence of uniform defini- 
tions of cost centers and allocation of 





overhead items, they can shift costs 
from one category to another. 


Cost of delivering infant varies 

‘*The current system does not pro- 
vide HCFA with cost or utilization 
data that permits comparisons among 
institutions,’’ says HCFA Adminis- 
trator Leonard D. Schaeffer. ‘‘The 
lack of useful, comparable data clear- 
ly impedes our ability to manage our 
reimbursement program. For exam- 
ple, data obtained from Maryland in 
1977 indicate that Medicaid reim- 
bursement for a normal infant 
delivery in southern Maryland ranged 
from a low of $695 to a high of 
$1,864. In Baltimore, reimbursement 
for this service ranged from $641 to 
$1,161. 


Currently there is no 
adequate way to 
compare costs among 
hospitals or to meas- 


ure productivity. 


‘*Under the present system, we can- 
not consistently detect such varia- 
tions, let alone understand why they 
exist, nor can we fashion policies to 
reimburse equitably and assist 
hospitals to perform more 
efficiently,’ Schaeffer concludes. 

A uniform reporting system 
became a necessity, and the states led 
the way. Before 1979, California, 
Washington, Arizona, and New York 
State had instituted uniform repor- 
ting systems for their hospitals. As 
states set up cost containment pro- 
grams, they realized that adequate 
data did not exist to make equitable 
policy and reimbursement decisions. 

Today, over 20 percent of the 
country’s hospitals report data under 
state systems for uniform reporting. 
HCFA assisted in many of these state 
initiatives concerning uniform repor- 
ting and rate control, recognizing 
them as prototypes for a national 
system that could be utilized by Medi- 
care and Medicaid. 

In January 1979, HCFA published 
SHUR, which it based on the repor- 





ting systems developed by Arizona, 
California, and Washington. The 
plan underwent a 2-year preparation, 
involving extensive consultation with 
health-care industry groups, major 
accounting firms, state and federal 
agencies, and health planning units. 

At the heart of the proposed system 
were: a set of forms on which hos- 
pitals would report costs according to 
specified functional categories (cost 
centers), plus productivity measures 
for all categories of revenue; and a 
manual of instructions. To obtain re- 
imbursement from Medicare or Medi- 
caid, hospitals would be required to 
complete and submit the forms. 

Much of the data requested was 
already required. The proposed 
report would incorporate into a single 
instrument the Medicare cost report, 
the Public Health Service’s hospital 
facilities’ minimum data set, and new 
uniform reporting requirements need- 
ed to implement the 1977 law. 


Critical comment on SHUR 

Within the 90-day comment 
period, more than 2,200 com- 
ments—mostly critical—were re- 
ceived from hospitals, associations, 
accounting and consulting firms, 
members of Congress, insurance 
companies, consumers and others. 
Although HCFA had _ requested 
specific suggestions on how to reduce 
the burden and costs of the system, 
very few were made. Critics charged 
the system would result in un- 
necessary red tape and duplication, 
expense, and increasing regulation of 
the industry. Objections centered 
mainly, however, on the linkage of 
data reporting with Medicare/Medi- 
caid reimbursement. 

Immediately HCFA began modify- 
ing SHUR, but before revisions were 
completed, opposition expressed by 
the hospital industry caused Congress 
to raise concerns about the proposed 
system. The General Accounting Of- 
fice (GAO) responded to a Congres- 
sional request to investigate and 
report on SHUR’s provisions and 
projected costs. 





John C. Kittrell is a public information 
specialist with HCFA’s Office of Public Af- 
fairs. Mr. Kittrell specializes in coordinating 
HCFA news and information with the nation’s 
journalists and broadcasters. 





HCFA FORUMI/JUNE 1980 








GAO agreed with HCFA that 
uniform reporting was necessary for 
improving health planning and ex- 
isting reimbursement and for devel- 
oping alternative reimbursement 
systems. It did not dispute HCFA’s 
estimates of costs to hospitals to im- 
plement the proposed regulations. 

The outcome of the controversy: 
Congress allowed HEW to continue 
development of a uniform reporting 
system during the next year, but made 
issuance of the final regulation sub- 
ject to approval by a committee in 
both the House and the Senate. For 
HCFA, it was back to the drawing 
board. 

To ease the reporting burden, while 
maintaining the quality of data, 
HCFA undertook extensive revisions 
to the proposed system. In deciding 
what changes should be made, HCFA 
made a serious review of the view- 
points expressed during the period of 
public comment. Most of the recom- 
mendations made by the American 
Hospital Association (AHA), which 
had voiced the major opposition, 
were accepted. 

To identify the cost impact of im- 
plementing the system, HCFA turned 
to two studies: a formal regulatory 
analysis made in accord with an ex- 
ecutive order on improving federal 
regulations, and a cost study done for 
HCFA by Morris, Davis and Com- 
pany. AHA and the Hospital Finan- 
cial Management Association were 
involved in developing the method- 
ology of the latter report and review- 
ed the random sample of 50 hospitals 
selected. HCFA used cost estimates 
from the Morris-Davis study to 
analyze the effect on hospitals of cer- 
tain alternative provisions of the 
reporting system. 


New, improved system 

By spring of 1980, HCFA evolved 
what it considers to be a new and im- 
proved reporting system that will 
meet many of the objections of the 
hospitals. The Annual Hospital 
Report (AHR) will be more economi- 
cal and easier to implement than its 
predecessor, but will still furnish 
enough information for HCFA to 
devise more equitable methods to pay 
hospitals for services provided to 
Medicare and Medicaid beneficiaries. 





Like SHUR, AHR incorporates 
two existing reports. The proposed 
regulation establishes both the basic 
reporting requirements and provi- 
sions for public disclosure of the 
data. 


The Annual Hospital 
Report will be an 
important tool in con- 
trolling Medicare and 
Medicaid costs. 


With the new reporting system, 
HCFA can develop meaningful com- 
parisons among hospitals and 
establish a better data base for reim- 
bursement reforms. Data will be 
organized on the basis of functional 
reporting. Hospitals will report their 
revenue and expenses according to 
the uniformly defined activities that 
generated the revenue or incurred the 
expense, rather than the organiza- 
tional units unique to a particular 
hospital. There will be a standard 
definition for the types of costs that 
can be included in a particular cost 
center, so that costs can be reported 
and reimbursed uniformly. 

A standard unit of measure for all 
revenue-producing departments or 
cost centers is essential, HCFA 
believes. These standard units of 
measure will permit comparison 
among hospitals of the cost and 
charge per unit of service. 


Forms and costs reduced 

In its revised plan, HCFA reduces 
the reporting burden by an estimated 
20 percent and the pages of forms and 
manual material by 54 percent over 
SHUR, through such changes as: 


e Eliminating 8 of the 12 uniform 
reporting forms, including the 
cost-allocation statistical matrix, 
which was intended to uniformly 
determine the full cost of 
revenue-producing areas. This 
cuts the reporting burden by 10 
percent; 


Increasing the dollar level that 
must be reached before costs 





have to be reported separately, 
from $1,000 or 3 percent of the 
cost center, to the greater of 
$5,000 or 5 percent; 


Reducing the number of stan- 
dard units of measure that must 
be reported; 


Allowing sampling of statistics 
to be used in reporting standard 
units of measure; and 


Limiting the amount of direct 
recording of costs required. 


HCFA estimates the AHR system 
will cost an average hospital about 
$5,300 a year to operate, for a total of 
about $37 million nationally. This is 
one-fifth of one percent of the more 
than $25 billion that hospitals receive 
annually through Medicare and 
Medicaid. Total start-up costs for all 
hospitals will be $19 million. With the 
system’s $37 million annual price tag, 
the new system will cost $56 million 
the first year. 

Some of the good results HCFA ex- 
pects of the 1980 reporting system in- 
clude: 


e Federal and state capacity to 
detect abuse and waste will be 
improved; 


Data collected will provide a tool 
for establishing more refined 
limits on hospital costs; 


State agencies will be able to 
identify patterns of utilization 
and evaluate effectiveness of 
state and regional programs. 
Given the necessary data for 
state-level policy and reimburse- 
ment decisions, states will be 
helped to carry out their pro- 
gram objectives; 


Hospitals will have comparative 
information to help them iden- 
tify ways to make more produc- 
tive use of their own resources. 
By comparing the performance 
of their own institutions with 
those of similar institutions, 
hospitals can improve manage- 
ment awareness, better evaluate 
their own competitive position, 
and effect more cost savings; 


© Health planners can better inven- 
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tory health services, find cost ef- 
ficiencies, and evaluate financial 
feasibility; 

Lending institutions and in- 
vestors will be assisted in deter- 
mining the financial viability of 
projects for financing purposes; 


Data will be available to a large 
number of users outside the 
Department, including the Na- 
tional Center for Health 
Statistics, health systems agen- 
cies, state rate regulators, and 
the hospital themselves. By pro- 
viding for year-to-year and 
hospital-to-hospital comparisons 
of cost and utilization data to 
identify trends and’ conduct 
policy analyses, AHR will reduce 
the need for many current 
hospital surveys. 


Opposition expected 


But despite its best efforts, HCFA | 


is braced for opposition to AHR, 
based not primarily on burden or 
cost, but on the use of reporting data 
for reimbursement. The hospital in- 
dustry has indicated clearly that, 
while it has no serious objection to 
collection of cost data, it wants 
hospitals to continue to be reim- 
bursed on the basis of non- 
comparable cost data produced from 
their books and records and reported 
separately. 

HCFA opposes such an approach 
on several grounds: 


e It would make no sense to collect 
comparable, reliable cost data, 
but not use it to manage reim- 
bursement. The most reliable 
data available must be used to 
monitor the more than $25 
billion paid each year to 
hospitals under Medicaid and 
Medicare. 


Reimbursement must be linked 
with uniform reporting to ensure 
that hospitals are reimbursed 
equitably and consistently, and 
to guard against hospital accoun- 
ting maneuvers that would im- 
properly maximize reimburse- 
ment. 


e Hospitals would have to report 





data twice if two separate reports 
were used, substantially increas- 
ing the reporting burden. 


e Congress did not intend to 
separate uniform reporting from 
reimbursement. 


Consideration for small hospitals 
Concerns were expressed about the 
impact of the reporting requirements 
on small hospitals. HCFA does not 
want them to be unduly burdened and 
does not believe they will be. 
HCFA’s increase in the dollar 
threshold to be met before costs are 
reported separately will give small 
hospitals substantial relief. Like other 
hospitals, small institutions still 
would be able to obtain waivers of 
some of the cost-reporting re- 
quirements, if they submitted an 
alternative plan approved by the 


intermediary responsible for proces- 
sing and paying claims. This waiver 
process should take care of unusual 
circumstances that would justify a 
modification to the requirements. 


AHR will reduce the 
need for many current 
hospital surveys. 


Also, small hospitals already sub- 
mit cost data at a reduced level of 
reporting. Not offering as wide a 
range of services as large hospitals, 
they have fewer cost centers to report. 
In a study in New York State, which 
has implemented a system similar to 
HCFA’s 1979 proposal, the 300 
hospitals involved were asked to list 
which of the 55 commonly used cost 
centers they had used in compiling 
their reports. Most of the facilities 
with 100 beds or less used only 19 of 
the 55 cost centers. The remaining 36 
cost centers were reported by less 
than 25 percent of the hospitals sur- 
veyed. 


Tax dollars at stake 
HCFA is no stranger to public con- 








troversy and to opposition from seg- 
ments of the health care community. 
The agency is not letting the storm of 
criticism that greeted SHUR 
discourage it. On its second try to 
achieve a uniform reporting system 
that will satisfy federal law and meet 
or overcome the objections of hospi- 
tals, HCFA is crossing its collective 
fingers and forging ahead. 

The agency takes seriously its 
mammoth responsibility of paying 
medical bills for the aged, the poor, 
and the disabled of the country and 
doing so cost-effectively. HCFA 
believes that the Annual Hospital 
Report will prove to be an important 
tool in controlling Medicare and 
Medicaid costs by reducing misuse 
and increasing efficiency. 

After all, it is taxpayers’ dollars 
that are at stake. & 


The manual of instructions for the 
proposed Annual Hospital Report 
can be obtained from the Chief, Prin- 
ting and Publications Branch, Divi- 
sion of Administrative Services, 
Health Care Financing Administra- 
tion, HHS, 1710 Gwynn Oak 
Avenue, Baltimore, Maryland 21235. 
Address comments on the new pro- 
posal to Adminstrator, Health Care 
Financing Administration, HHS, 
P.O. Box 17073, Baltimore, MD 
21235. Refer to File Code RDS-1-P. 
Comments must be received by May 
28, 1980. Comments will be available 
for public inspection at HCFA offices 
in Washington, D.C., Monday 
through Friday of each week from 
8:30 a.m. to 5:00 p.m. 

HCFA expects to publish final 
regulations near the end of this year. 
Implementation of the reporting 
system will take place for fiscal years 
beginning 6 months after that date. 
Hospitals probably will be on the 
system for fiscal years beginning July 
1, 1981, and possibly before that. @ 
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A Child Health Strategy 


by Leonard D. Schaeffer 


NO CHILD ASKS TO BE BORN POOR. YET TODAY, 
more than 17 million children live in low-income families, 
and about 10 million exist below the poverty level. 
Among these needy children, there are many serious 
health problems that are undetected or untreated. 

Children’s health problems and needs differ from 
those of adults. Children are sick more often than adults, 
but their illnesses afte usually less serious. Yet, if not 
detected early and properly treated, minor problems can 
become serious and result in lifelong disability. 

Poverty and poor health, unfortunately, are often 
synonymous. Children from low-income families are ill 
more frequently than their upper-income counterparts. 
Minority and low-income families are less likely to use 
preventive or primary care and are more likely to wait for 
symptoms before seeking care. 

For these reasons, children need a primary care focus 
in the health care system. They require continuing, com- 
prehensive care, emphasizing prevention, and early 
diagnosis of conditions requiring prompt treatment. At- 
tending to the special health care needs of children is a 
high priority for the Department of Health and Human 
Services (formerly the Department of Health, Education, 
and Welfare). 


Federal role 
There are, of course, a number of federal programs 
that seek to improve child health by various means: 


© Under the Public Health Service: maternal and child 
health care, crippled children services, community 
health centers, and other service delivery programs; 


Under the Health Care Financing Administration: 
federal financing of medical services to the poor 
under Medicaid, and preventive services provided 
under Medicaid’s Early and Periodic Screening, 
Diagnosis and Treatment (EPSDT) program; 


Under other federal agencies: programs such a child 
welfare, food stamps, and Head Start, which pro- 
vide support essential to the well-being of poor 
children. 


The federal initiative toward improving the health and 
nutrition of the nation’s mothers and children began well 
over a half century ago with passage of the Shepard- 
Towner Act of 1921, providing for grants to the states. 

In 1935, the same goals were incorporated into the 
Social Security Act, which mandated federal programs in 
maternal and child health, including services to crippled 
children, child welfare services, and aid to dependent 
children as well. 
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The Public Health Service at first focused on the con- 
trol of communicable diseases, later expanding to other 
preventive health services. At the same time, local health 
resources were developed to provide maternal and child 
health care. 

During the early 60s the Public Health Service funded 
programs to meet the specific needs of poor families and 
their children who were still unable to gain access to 
quality care. The new community health centers and child 
and youth programs were located where people lived, but 
there were few such programs, and services were limited 
by disease categories. The basic health needs of poor 
children remained unmet. 


Left untreated, a child’s minor 
illness can become serious and 
result in life-long disability. 


In 1965, a concerned Congress created Medicaid to 
provide a continuing means of financing health services 
for low-income persons. For the first time, the poor had 
access to a broad range of medical services provided by 
the public and private sectors. Fifteen years later, it is the 
primary means of providing health care services to the 
nation’s poor children. About $4 billion is spent annually 
by Medicaid for health care services to children under 21 
years of age. 

Recognizing the special care needs of children, the 
Congress, in 1967, established within the framework of 
Medicaid a program—EPSDT—to seek out and treat the 
medical problems of the nation’s needy children, ensur- 
ing that they receive adequate preventive and primary 
health care. Concerned with the early detection, treat- 
ment, and follow-up of specific health problems such as 
those relating to vision, hearing, and general physical and 
psychosocial development, EPSDT has provided health 
screenings to 3 million children so far. 

Yet despite intensified federal and state efforts, many 
children still go without needed health care each year. 
Neither Medicaid nor EPSDT has provided a total solu- 
tion to the health problems of poor children. Of the 17 
million low-income children, 6 million are ineligible for 
Medicaid. 





Leonard D. Schaeffer is Administrator of the Health Care Financing 
Administration. This article is based on his remarks made to the 
American Public Health Association’s annual meeting in New York 
City on November 27, 1979; and to the National Health Policy Forum 
on December 18, 1979. 
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The problems of EPSDT are well known. Even among 
children whose health has been assessed, nearly 30 per- 
cent have not received the needed follow-up care. EPSDT 
does not offer sufficient incentives to states and providers 
to give children necessary services. In fact, there are 
disincentives to states to reach out aggressively. A state 
doing a good job is faced with increased expenditures. 
Clearly, substantial improvement is needed. 


Departmental strategy 

Recognizing the problems, the Department has under- 
taken an initiative to assure poor children access to the 
mainstream of medical care in this country. Depart- 
mental goals are to: 


e Increase the number of children receiving health care 
through information and outreach activities; 


Increase the number of health care providers, by 
alleviating burdens and resolving reimbursement 
problems they face; 


Maximize limited resources available to categorical 
programs; 


Improve Departmental program management and 
develop policy goals; 


Improve and integrate the Departmental health and 
social services necessary to improve the health status 
of children; and 


Work to change the behavior of poor families away 
from crisis-oriented, emergency room care towards 
improved preventive health habits. 


A dual strategy: administrative 
and legislative. 


To accomplish these goals, the Department is employ- 
ing a dual strategy, administrative and legislative: 


© Maximize existing resources through administrative 
improvements in current programs; and 


e Correct statutory flaws in those programs through 
legislative reform, by means of the Child Health 
Assurance Program (CHAP). 


Administrative harmony 

As a basic step, the Department intends to use all its 
available resources and programs to bring as many low- 
income children as possible into regular, ongoing health 
care. Together PHS and HCFA have examined every 
Departmental program touching on the health needs of 
poor children, to determine how best to coordinate the 
Medicaid financing mechanism and the EPSDT delivery 
systems with the delivery of health care by other Depart- 
mental programs, the Office of Human Development 
Services and the Social Security Administration, as well 





as those in other Departments, such as the Department of 
Education. A Department-wide plan has been developed 
to bring child health services into harmony. 

Among the administrative efforts involved: 


¢ Increasing the numbers of children receiving health 
care by making use of the outreach capacity of 
eligibility and other welfare workers in Aid to 
Families with Dependent Children and Title XX 
social services programs and encouraging full parti- 
cipation in EPSDT by Head Start children and their 
siblings. 


Using schools and school-based programs to provide 
outreach and referral services to low-income 
children. 


Increasing the number of health care providers 
available to Medicaid-eligible children, by reducing 
the paperwork burden on providers, reimbursing 
providers for preventive services, and encouraging 
the greater use of PHS-sponsored clinics. 


Improving and integrating Departmental services to 
avoid duplication. PHS and HCFA are pursuing a 
joint compliance strategy to improve coordination 
between maternal and child health programs and 
Medicaid programs in the states. Head Start and 
other human service program sites can be used as 
EPSDT outreach centers. 


Assuring that high-quality care is actually available 
to Medicaid-eligible children; for example, by pro- 
viding supportive services such as transportation. 


Coordinating initiatives on special health problems 
involving multiple programs, such as the detection 
and treatment of lead-paint poisoning and environ- 
mental follow-up. Participating in this effort are 
HCFA; the Maternal and Child Health and Center 
for Disease Control programs in PHS; the Supple- 
mental Food Program for Women, Infants, and 
Children (WIC) program of the Department of 
Agriculture; and the Department of Housing and 
Urban Development. 


Helping states improve EPSDT management 
through use of an information module for the 
Medicaid Management Information System (MMIS) 
that will enable states to track children through 
assessment and treatment. States can apply for 90 
percent federal funds to develop an EPSDT module 
within MMIS. 


Coupling the quality assurance and health service 
models of PHS programs to the Medicaid/EPSDT 
programs, by applying the same consistent standards 
of care for children to both PHS programs and 
Medicaid/EPSDT. 


Increasing use of Medicaid, by PHS -ervice delivery 
programs. 
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e Devising strategies and activities that will elevate 
child health to a high priority issue for HCFA, PHS, 
and other federal agencies involved with child health 
programs. 


But these efforts, however successful, do not go far 
enough. Any strategy to improve existing programs must 
also include new approaches to child health services. 


Legislative initiative: CHAP 

The Administration’s proposed Child Health 
Assurance Program (CHAP) legislation, now before the 
Congress, will significantly strengthen and improve 
Medicaid coverage and benefits for low-income children 
and provide incentives to states and providers to improve 
services, in addition to remedying the flaws of EPSDT. 
Additional services critical to the health and development 
of children will be mandated. Program emphasis will 
focus on the delivery of comprehensive, continuing care 
services. 


The number of poor children reached will be increased. 
By using a national income standard, CHAP would in- 
stitute a uniform minimum eligibility. It will cover all 
children under 18 with family incomes under 55 percent 
of the poverty level (unless the state standard is higher). 
Categorical restrictions will be removed, entitling low- 
income children in two-parent families to Medicaid 
coverage. Medicaid coverage will also be assured to preg- 
nant women whose family income is under 55 percent of 
the poverty level, unless the state standard is higher. As a 
result, an additional two-million children and pregnant 
women will become Medicaid-eligible. 


But CHAP goes further than expanding eligibility. It 
will provide incentives to get children into the 
mainstream of health care. States will be given incentives 
to improve services through increased federal matching 
funds for ambulatory care services required by children 
who have been assessed or are under continuing care. The 
better a state performs, the higher the share of federal 
match. By offering financial incentives to physicians and 
ambulatory care centers to be providers of continuing 
care, CHAP will encourage the provision of coordinated 
preventive and primary care to Méedicaid-eligible 
children. New parents will be reached early to impress 
upon them the value of preventive, ongoing health care. 

By requiring states to use all appropriate providers, in- 
cluding PHS care centers, health maintenance organiza- 
tions, and private physicians, CHAP will assure to 
children maximum availability of continuing care. 


Under CHAP, states will be accountable for all 
Medicaid children, not just those requesting services. By 
increasing to 75 percent the level of federal matching 
funds for outreach services performed by both private 
and public agencies, it will provide impetus for states to 
improve their outreach efforts. 

By mandating an expanded minimum benefits package 
(in addition to currently required Medicaid services), 
CHAP would add uniformity and consistency to 





availability and quality of health care for poor children. 
Among these added services are: 


© Routine dental care and treatment 


e Vision and hearing services (including hearing aids 
and eyeglasses) 


Immunizations 


Ambulatory mental health services by clinics funded 
under the Community Mental Health Center Act or 
meeting its regulations. 


HCFA considers CHAP to be an essential step in mak- 
ing Medicaid a more equitable and effective program for 
meeting the health care needs of our poorest children. It 
is a model for more basic health care reforms HCFA 
would like to see in the future. 


Child health care: the future 

The community in which a child lives is a major deter- 
minant of that child’s health. Children depend on the 
health services available in their own communities, most 
often provided by the private sector. For mainstream 
health care to be accessible to low-income children, 
cooperation and coordination are necessary at all 
levels—public and private, federal, state, and local. 


HCFA and PHS examined all child 
health programs in the 
Department. 


At the federal level, the challenge is to use financing 
mechanisms to help make this happen. Financing 
mechanisms have the advantage of flexibility and diversi- 
ty, features that can be used as levers to improve the pat- 
terns of delivery of care. And through proper incentives, 
states and physicians will be encouraged to provide con- 
tinuing care to low-income children. 

Through improved administration of existing pro- 
grams and coordination of services, and by introducing 
needed legislative changes, the Department of Health and 
Human Services will improve this nation’s ability to pro- 
vide low-income children with the medical services they 
need to help them lead healthy, productive lives. wn 
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HMOs: 


Quality care at affordable cost 
means popularity; 61 communities 
@ slated for development effort 





Health Care for the 80s 


*‘A well-run HMO can provide 
quality health care and a range of 
vitally important health and family 
support services—and do this at less 
cost to the individual patients or to 
the American taxpayer than if we 
had to rely solely on traditional fee- 
for-service medicine. ”’ 


Julius B. Richmond, M.D. 
Surgeon General 
of the United States 


I: the last decade, health main- 
tenance organizations—popu- 
larly called HMOs—have caught on 
as a way to deliver health care that all 
can afford. Although the total num- 
bers of HMOs and people enrolled in 
them are relatively few, the rate of 
HMO development has been rapid. In 
1971, there were only 39 HMOs; to- 
day, 225 serve the health care needs 
of over 8 million Americans. 


HMOs have proven to be a high 
quality, cost-effective alternative to 
traditional fee-for-service medicine 
and indemnity health insurance. Sav- 
ings of 10 to 40 percent in health care 
costs are documented when HMO 
enrollees are compared to similar 
groups having conventional insurance 
plans. Employers such as Ford Motor 
Company have cut their health 
benefit costs by utilizing HMOs. 


The increase in HMO enrollment 
also reflects investment support they 
have received from the private sector, 
as well as encouragement and finan- 
cial aid from the Federal Govern- 





by Virginia T. Douglas 


ment. Last year Congress reaffirmed 
its approval of the HMO concept by 
doubling the amount of HMO grant 
funds, voting nearly $48 million for 
fiscal 1980. 

Now the government is implemen- 
ting a comprehensive program to ex- 
pand HMO membership, focusing 
money and efforts on 61 metropoli- 
tan areas where it believes HMOs can 
save the most money. 


HMOs: a different approach 

Most Americans still receive medi- 
cal care in the traditional way, seen 
by a private practitioner on an acute, 
episodic basis, with the bills paid 
wholly or in part by health care in- 
surance. Often services are rendered 
in an uncoordinated fashion, with the 
patient moving from one medical 
specialist to another and preventive 
care given short shrift. 

HMOs re different, both in 
financing and delivery of care. An 
HMO offers comprehensive medical 
services and hospitalization coverage 
in an organized setting. This means a 
wide range of health services is 
available 24 hours a day, 7 days a 
week. Members are assured of, not 
only continuity of primary health 
care, but linkage among specialists 
and other members of a health care 
team. 

Enrollees pay the HMO a fixed fee 
in advance, for which they receive 
needed health care services as speci- 
fied by their contracts. HMO physi- 
cians assume the financial risk of 
assuring that contracted-for services 
are available. For example, if costs 
exceed estimates, the plan’s physi- 





cians may be penalized up to 10 per- 
cent of their fees; but if costs are held 
down to less than planned, they may 
keep half of any surplus up to the 
same percentage. This gives HMO 
physicians a strong incentive to con- 
trol costs of services and help their 
patients stay well. 

There are two basic types of 
HMOs: 


e A group/staff HMO delivers ser- 
vices at one or more central loca- 
tions through a group of physi- 
cians that contracts with the 
HMO to provide care or through 
its own physicians who are 
employees of the HMO; 


An individual practice associa- 
tion, in which the plan contracts 
with doctors in the community, 
who practice out of their own of- 
fices and see HMO members 
there. 


Of the 225 HMOs in the nation, 
almost two-thirds are group/staff 
models; the rest are individual prac- 
tice associations. 


Cost-effective care 

HMOs are cost effective. Although 
the monthly premiums may or may 
not be lower than for traditional 
health insurance, HMOs normally do 
not require the enrollee to pay any 
deductibles, and co-payments if any 
are nominal. A review of all compar- 
ative studies published since 1950 


Virginia T. Douglas is editor of FORUM. She 
was previously on the program promotion staff 
of the Office of Health Maintenance Organiza- 
tions. 
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found HMO enrollees to have total 
costs for health care that were lower 
by 10 to 40 percent than comparable 
individuals with health insurance 
coverage had. Most of the savings 
were attributed to the HMOs’ lower 
hospitalization rates, which were 
about 30 percent below those of con- 
ventionally insured populations. 


With just 5 percent of 
its work force enrolled 
in HMOs, Ford Motor 
Company saved 
almost $3 million 

in 1978. 


Other data verify the lower rate of 
hospitalization by HMOs. In 1978, 
HMO members used 467 inpatient 
days per 1,000 member years, a rate 
34 percent lower than that for a fee- 
for-service group, 711 inpatient days. 
This was determined from a com- 
parison of age/sex-adjusted figures 
from the Department of Health, 
Education, and Welfare and Blue 
Cross. The overall national rate was 
1,106 hospital days per 1,000 member 
years. 

HMOs’ lower hospitalization rates 
are attributed to the following 
characteristics of prepaid group 
plans: 


e Availability of preventive health 
services 


e Broad ambulatory coverage 


e Multispecialty staff, which 
makes diagnostic and referral 
services readily available 


e Risk-sharing by HMO physi- 
cians, providing an incentive to 
keep enrollees out of hospitals 


Employers too realize benefits 
from their employees’ enrollment in 
HMOs. A comparative study of at- 
tendance among employees of Moun- 
tain Bell Telephone Company in 
Denver concluded that HMO mem- 
bership was accompanied by lower 
absenteeism. Before joining the 
HMO, enrollees’ absenteeism rates 





exceeded by 59 percent those of a 
control group of employees covered 
by Blue Cross/Blue Shield. One year 
after enrolling, HMO members’ 
absentee rates dropped to 83 percent 
of the comparison group. 

In 1978, with just 5 percent of its 
work force enrolled in HMOs, Ford 
Motor Company saved almost $3 
million on health care benefits over 
what comparable fee-for-service 
coverage would have cost. The same 
year, the State of Michigan found 
that, for the 15 percent of its eligible 
employees enrolled in HMOs, the an- 
nual cost per enrolled was $179 less 
than private-carrier insurance would 
have been. The initial savings to the 
state was $895,000. 


Promoting health, preventing illness 

Although Americans’ health is bet- 
ter than it has ever been, we can and 
should do much more to promote 
health and prevent disease, asserts the 
Surgeon General in his 1979 report to 
the country, Healthy People. He con- 
tends that HMOs can play an impor- 
tant leadership role in this respect. 
One important reason is that the 
HMO has an economic incentive: the 
healthier its enrollees, the lower its 
overall costs. 

Special features of HMOs ensure 
the quality of care that helps promote 
health and prevent illness. Because 
physicians need not worry about the 
level of insurance coverage or 
whether the patient can afford ser- 
vices, they can concentrate on pre- 
venting illness, not just trying to cure 
it after onset (when treatment may be 
more difficult and costly). 

Providing good primary health 
care and preventive services is a 
special focus of HMOs. The HMO 
setting encourages organized preven- 
tion programs, such as: stop-smoking 
campaigns, like that of the Kaiser 
Foundation Health Plan of Southern 
California; immunization and welli- 
child and well-adult programs carried 
on by Group Health Cooperative of 
Puget Sound; and out-patient alco- 
holism treatment in Kaiser’s Port- 
land, Oregon, HMO. 

Another important factor in pre- 
venting illness is continuity of care. 
An HMO enrollee’s program of care 
is coordinated by the primary care 





physician. Centralized medical 
records and facilities contribute to 
this. HMOs offer a team approach: 
various health care disciplines and 
many levels of skill, all under 
coherent professional direction. 


Enrollees themselves help ensure 
good care by the HMO; at least half 
of the membership of its board of 
directors must be enrollees. Fur- 
thermore, HMOs operate in a com- 
petitive health care market. An 
enrollee chooses an HMO voluntari- 
ly, because it offers attractive benefits 
and services. Should these prove dis- 
appointing, the enrollee can ‘‘vote 
with his feet’’—turn to a competing 
health insurance plan or another 
HMO at the next open enrollment 
period. 


Enrollees in plans that have met 
federal standards have. specific 
assurances that the HMO is set up to 
provide quality care. Not only must a 
federally qualified HMO provide cer- 
tain basic health services to members, 
it must meet requirements relating to 
fiscal soundness, enrollment and 
grievance procedures, and continuing 
education for staff. Of all HMOs, 
just under half are federally 
qualified. 

Cost consciousness does not deter 
HMOs from offering high quality 
care, but indeed fosters it. This has 
been demonstrated variously. After 
reviewing findings of 25 studies, re- 
searchers at Johns Hopkins Univer- 
sity concluded that quality of HMO 
care was as high or higher than that 
provided in other health care settings. 
Specifically, the general quality of 
care, as indicated by the measures ap- 
plied, was judged superior in 19 of 
the studies and similar in the other 6. 
In none was HMO care inferior. 

HMO members receive a frequency 
and intensity of care similar to that of 
patients under other types of medical 
insurance programs. Studies of both 
out-patient visits and length of 
hospital stay by HMO members 
showed an average of 4.2 visits to the 
health plan annually (including 3.4 
physician visits)—at least as many as 
for persons covered by conventional 
insurance. There were no consistent 
differences in average length of 
hospital stay. 
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Competition 

Where there are HMOs in a com- 
munity, the hospitalization rate de- 
creases and competing health insur- 
ance plans tend to increase benefits 
and slow the rate of premium rises. 
So concluded the Federal Trade Com- 
mission in a 1977 staff report. Often, 
new HMOs create competition with 
existing HMOs. Most significantly, 
there is an inverse relationship be- 
tween the HMO market share in a 
state and the Blue Cross hospital util- 
ization rates in the private, fee-for- 
service sector. 

A 1978 study of HMO develop- 
ment in the Minneapolis-St. Paul area 
showed that seven HMOs there cap- 
tured enough of the market—13.4 
percent—to be an important com- 
petitive force in terms of premiums, 
delivery sites, and organizational 
characteristics. The HMOs priced 
themselves at rates comparable to in- 
demnity insurance plans, and reduced 
the average number of hospital days 
experienced by enrollees. Hospitals in 
the area now compete for HMO pa- 
tients by offering rate discounts. 
Responding to the competition, Blue 
Cross/Blue Shield sponsored an 
HMO of its own, as did Minneapolis 
physicians. 


HMOs offer a team 
approach: various 
health care disciplines, 
many levels of skill, all 
under coherent profes- 
sional direction. 


Unlike competition among hospi- 
tals, competition among HMOs tends 
to lower community health care costs, 
according to a federally contracted 
study done in 1976. Among the 
reasons suggested: 


e Competing HMOs do not lead to 
duplication of such resources as 
facilities, marketing, and start- 
up costs; 


e Competition among HMOs tend 
to lower HMO premiums below 





what might otherwise be ex- 
pected in a single or non-com- 
petitive market; 


Total community enrollment 
grows to higher levels and at a 
more rapid pace where competi- 
tion among HMOs exists; and 


Ineffective or inefficient HMOs 
cannot continue to operate in a 
competitive HMO market—they 
inevitably go out of business. 


In communities where HMOs 
enroll 10 percent or more of the pro- 
spective health-care consumers, 
available information suggests that 
they bring critically needed compe- 
tition into the health marketplace. 

Finally, competition among HMOs 
and between HMOs and the fee-for- 
service sector improves the public’s 
access to and choice of comprehen- 
sive health services. 


Medicare/Medicaid lag 

Given Congressional enthusiasm 
and federal support for HMOs, it ap- 
pears logical that Medicare and Medi- 
caid beneficiaries should be among 
the first in line to take advantage of 
HMO quality health care and cost 
savings. 

Not so. Only about 2 percent of 
eligible individuals in these two huge 
federal programs are enrolled in an 
HMO. There are several apparent 
reasons. First, many HMOs do not 
understand that so-called ‘‘cost reim- 
bursement’’ by Medicare can produce 
significant revenues for them. HMOs 
are also uneasy about the retro- 
spective cost-finding process required 
under Medicare. Because cost reports 
are prepared at the end of a contract 
year, the total amount that Medicare 
can pay for the year is not determined 
until the reports are completed. This 
makes Medicare payment amounts 
seem uncertain. 

Rarely, however, is there any 
significant difference between 
amounts paid during the year based 
upon budgets and the amount finally 
paid as ‘‘costs’’ under the contracts at 
the end of the year, according to 
Wayne Fowler of the Health Care 
Financing Administration’s group 
health plan operations staff. (HCFA 
administers Medicare and Medicaid 
at the federal level.) 





Proposed legislation would sim- 
plify the Medicare payment arrange- 
ment for HMOs and provide an alter- 
native to retrospective cost reim- 
bursement. But ever under present 
rules, Fowler claims that Medicare 
members can produce more per 
capita revenue than do other HMO 
members, since Medicare payments 
are based upon the proportion of ser- 
vices furnished to Medicare members. 
Also, a new HMO benefits greatly 
under a Medicare contract because 
the program will share in the HMO’s 
higher fixed costs during its early 
years. 

Currently, the Medicare program 
has 31 contracts with HMOs around 
the country. Fowler and his staff are 
working to sign up more plans to 
serve Medicare eligibles. 


Likewise, Medicaid recipients in 
many parts of the country lack access 
to HMOs. State Medicaid programs 
have found it difficult to navigate 
through the administrative and reim- 
bursement maze that encumbers 
HMO usage. But cost conscious 
states are looking anew at HMOs as a 
way to control their soaring Medicaid 
costs. HCFA provides _ technical 
assistance and support to state Medi- 
caid programs, helping to develop 
prospective reimbursement programs 
and to facilitate development of 
Medicaid-supported HMO pro- 
totypes. 

Studies of HMOs that serve Medi- 
caid beneficiaries underscore their 
cost-saving potential. Given the same 
benefit package, the annual cost for 
each of 1,000 Medicaid enrollees in 
1976 was $286, compared to $465 for 
Medicaid fee-for-service costs. In 
1977, 13 California HMOs with 
104,000 enrollees produced a 16.9 
percent savings for the state Medicaid 
program over costs for fee-for-service 
beneficiaries. The State of Massachu- 
setts reports comparable savings the 
same year—19.2 percent—for Medi- 
caid enrollees in the Harvard Com- 
munity Health Plan (an HMO), com- 
pared with costs incurred by bene- 
ficiaries through fee-for-service care. 


Federal support 

Contrary to what is sometimes 
believed, HMOs are not government 
operated. HMOs develop in the 
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private sector under the local spon- 
sorship of a community group, labor 
organization, insurance company, 
academic institution, medical pro- 
vider group, business, or private 
citizens. But federal financial assis- 
tance is available to HMOs, which 
often face high start-up costs and in- 
itial operating deficits, and may have 
trouble attracting private capital. 
Congress, seeking to help HMOs im- 
prove national access to quality 
health care, increase competition in 
the health care field, and generate 
savings in the health delivery system, 
passed the HMO Act in 1973. It has 
broadened the provisions of the Act 
several times since. 

The Act provides federal grants 
and loan guarantees to help establish 
operational HMOs that meet federal 
standards. For plans already federally 
qualified, further assistance is avail- 
able to expand services, membership, 
or area served, or to cover operating 
deficits in the early years. HMOs can 





also obtain loans and loan guarantees 
to finance construction, renovation, 
or acquisition of ambulatory health 
care facilities. The Office of HMOs, 
under the Department of Health and 
Human Services (formerly HEW), 
administers the HMO program. 

For the current fiscal year, the 
federal program is budgeted at $58.6 
million. Of this, $47.8 million goes 
for grants to HMOs. Currently, 110 
organizations are actively pursuing 
HMO development with grant funds, 
while about 112 more are developing 
with private support. As of Sep- 
tember 30, 1979, 272 organizations 
had received $98.5 million in grant 
funds under the HMO Act. 

This federal aid actually produces a 
dollar return. It has been determined 
that all federal assistance costs for 
development of an HMO are recov- 
ered by the community in the form of 
savings on health care costs after the 
HMO has been in operation 8 years. 
As time goes on, the savings increase. 





After 10 years of operation, each 
federal dollar generates an estimated 
$1.90 in community cost savings; 
after 15 years, the savings grow to 
$7.40 for each federal dollar. 


These estimates come from an 
HEW-commissioned study of 113 
HMO projects, 45 of which became 
operational (68 terminated in the 
developmental stage). The cumulative 
cost savings generated by the HMOs 
studied should be $160 million after 
10 years of operation and $635 
million after 15 years. 

Another way in which the Federal 
Government is involved with HMOs 
is through enrollment of federal 
employees in prepaid plans in the 
communities in which they work. 
This has occurred particularly in the 
Western states. 


New Strategy for HMOs 
To give more people access to 
HMOs’ alternative form of health 
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care, the Office of HMOs has formu- 
lated a new HMO strategy aimed at 
developing 90 or more new plans dur- 
ing the 1980s. 

In the early years of the federal 
program, projects were funded on a 
first-come, first-served basis. While 
self-initiated projects continue to be 
eligible for support, the Office of 
HMOs will concentrate its promo- 
tional efforts on 61 selected commu- 
nities (see map) where it appears en- 
rollment can be increased consider- 
ably. 

For the most part, the target com- 
munities are located in metropolitan 
areas having populations over 250,000 
and an HMO enrollment of under 7 
percent of the potential market. 
Communities of this size offer a suffi- 
cient population and enough employ- 
ers to provide HMOs a good market- 
ing opportunity. Also, acceptance of 
the HMO alternative in larger cities 
helps increase receptivity to them by 
smaller communities. 

Some of the cities are in the South- 
west ‘‘Sun Belt,’’ with its high immi- 
gration rates. Many residents there 
have left estabished medical ties 
behind them and are receptive to the 
HMO concept. Another set of target 
cities consists of medium-size com- 
munities, many in the highly popu- 
lated mid-Atlantic and Midwestern 
regions, where acceptance of HMOs 
could have a favorable effect on con- 
tiguous areas. 

Regardless of the program of 
federal assistance, there must always 
be local support and initiative. The 
HMO program encourages private in- 
vestment in HMOs. In many target 
communities, public and private sup- 
port may be sufficient to foster more 
than one HMO. 

Expansion of existing HMOs in 
their own or adjacent service areas of- 
fers the greatest opportunity for 
quick increases in enrollment and cost 
savings, HHS has found. By building 
on existing plans with their manage- 
ment expertise and capability, the risk 
of failure in the developing stage is 
substantially reduced. Money and 
time spent on development are less, 
and enrollments can be increased 
without a substantial start-up deficit. 

Also, the ‘‘spin-off’’ technique 
also works for HMOs. An existing 





plan can expand into a non-contigu- 
ous area, again building on its proven 
managerial skills to cut development 
risks and costs. 


Initiating ar HMO 
New HMOs can be launched in 
several ways: 


e They may be initiated by 
organizations of consumers, 
physicians, employers, unions, 
etc., or 


Fee-for-service group practices, 
academic medical centers, or 
hospital systems linked to medi- 
cal schools and often part of a 
university complex can be con- 
verted into HMOs. 


Individual practice associations 
cost about $300,000 less in federal 
grant support to start than group/ 
staff plans and often require less time 
to become operational. This is mainly 
because no elaborate, centralized 
health care facility is needed, and 
HMO physicians see patients in their 
own Offices. 

The HMO development strategy 
focuses, however, on group/staff- 
type HMOs over individual practice 
associations because the former: 


e Produce greater cost sav- 
ings—with 20,000 members, 
group plans save about 20 per- 
cent more, and with 50,000 
members, the savings are 65 per- 
cent more; 


Stimulate a greater competitive 
response from traditional pro- 
viders; and 


Achieve higher enrollments after 
the first 3 to 5 years of opera- 
tion. 


For each targeted community, the 
most appropriate strategy depends on 
the size of the market, number and 
types of existing HMOs, and unique 
dynamics at work within that com- 
munity. Always, the Department’s 
goal is to stimulate and foster fiscally 
sound plans that can provide quality 
health care to their enrollees. 


Of course, HMOs are basically 
small or medium sized businesses, 
and their assumption of financial risk 
means that a few plans invariably will 





go under. Of the 111 plans to receive 
federal qualification since 1975, only 
six have failed. The Small Business 
Administration estimates that 50 per- 
cent of all small businesses fail within 
2 years of starting operation. Com- 
pared to that standard, the Depart- 
ment feels that the HMO record looks 
good, especially given the tough and 
complex marketplace plans face. 


Summing up 

In an era of health care that lacks 
controls on escalating costs and is 
heavily weighted toward the use of 
expensive, acute-care services, HMOs 
organize providers and patients in a 
way that produces incentives for cost 
restraints, but provides high quality 
care. The Administration’s support 
for continued development of HMOs 
reflects its determination and that of 
Congress to make this alternative 
form of health care delivery available 
toalargenumber of Americans. 





How to start more HMOs 
Among the techniques that the 

federal HMO program will use to 

implement its development goals: 


© Mobilize support from business 
and labor groups, both national- 
ly and in the targeted communi- 
ties; 


Implement new management 
training and technical assistance 
programs (authorized by Con- 
gress in 1978) to help expand the 
supply of qualified management 
personnel available to work in 
HMOs and improve manage- 
ment quality in HMOs already 
operational; 


Increase consumer awareness 
about HMOs through local 
public education campaigns in 
key communities; 


Improve the marketing capabil- 
ity of groups planning to start 
HMOs through technical assis- 
tance to them; and 


Strengthen the monitoring of 
developing and operational 
HMOs for compliance with 
federal standards and for signs 
of possible fiscal trouble. 














HCFA FORUMI/JUNE 1980 


15 








Small 
Hospitals 
Find 
SwinS 
Beds 
Profitable 


by Dr. Bruce A. Walter, J. Donald 
West and Mark D. Elggren 








To determine the cost-saving po- 
tential of the ‘‘swing bed’’ concept— 
the use of empty, acute-care hospital 
beds for long-term care patients—the 
Department of Health, Education 
and Welfare funded projects in Utah, 
Texas, South Dakota, and Iowa. 
Following is a report on the Utah ex- 
periment. 


|: is estimated that over half the 
6,000 non-federal hospitals in 
the U.S. have less than 100 beds and 
are experiencing an occupancy rate of 
less than 60 percent. 

While this excess of acute-care beds 
occurs in all regions of the country, it 
is especially prevalent in rural areas 
where such forces as population 
changes, improved transportation, 
and changing medical practices have 
contributed markedly to low oc- 
cupancy. Ironically, many of these 
same rural areas are experiencing a 
shortage of beds for long-term-care 
patients. 

One of the challenges facing rural 
America is to solve this paradox of 
excess and shortage in a way that 
would be both cost-effective and 
equitable to the patients, the health 





facilities, the communities, and the 
third party payers. 


Out of a determination to meet the 
challenge came the Swing Bed Pro- 
gram—officially entitled the Utah 
Cost Improvement Project. The Utah 
State Division of Health was funded, 
starting in 1973, by HEW to design 
and operate a program to test the 
feasibility of using acute-care hospital 
beds in rural areas for long-term care 
patients and short-term patients inter- 
changeably. During periods of ex- 
tended low occupancy of acute-care 
beds, a hospital can admit some pa- 
tients for long-term care, without 
jeopardizing its ability to provide 
acute care on an on-going basis. 


Federal support for the program 
was extended into 1980. Legislation is 
pending before the Congress to auth- 
orize Medicare and Medicaid reim- 
bursement for the utilization of swing 
beds in rural areas on a nationwide 
basis. 


Medical and cost benefits 

The medical benefit of swing beds 
results in an increased likelihood for 
continuity of care, since long-term 
care can follow acute care in the same 
hospital. The cost benefits result in 
lower expenditures for providing long- 
term care facilities because fewer 
long-term care facilities need to be 
constructed and maintained. Costs to 
patients, Medicare, Medicaid, and 
private third party payers, therefore, 
could be reduced. 


Unlike the Utah swing bed pro- 
gram, each hospital must have less 
than 100 beds, an average 3 year oc- 
cupancy rate of 60 percent or less, 
and be located in a small rural com- 
munity. There is no limitation on age 
or source of payment in order to be 
eligible for admission. Each hospital 
is allowed to admit patients for skilled 
nursing services under Medicare and 





Medicaid, as well as privately paying 
patients. In addition, the hospitals 
are allowed to admit Medicaid and 
privately paying patients for inter- 
mediate primary, intermediate secon- 
dary, and residential level services. 
About 90 percent of the patients were 
admitted for skilled nursing services. 


The 25 hospitals were given waivers 
under the Medicare and Medicaid 
programs that exempted them from 
meeting skilled nursing facility re- 
quirements, such as handrails, activi- 
ty programs, social services, commu- 
nal dining, and separate record keep- 
ing. However, some of the hospitals 
are providing these programs volun- 
tarily. 


Before implementation of Utah’s 
swing bed project, some of the hospi- 
tals were obligated under ‘‘distinct 
part’’ requirements to keep one group 
of beds reserved for acute-care pa- 
tients only and another group of beds 
reserved for skilled nursing care pa- 
tients. Early in the swing bed pro- 
gram, one hospital’s costs for skilled 
nursing care was $167 a day com- 
pared to $48 a day for acute care pa- 
tients. Under the swing bed program 
the distinct part requirements are 
waived and the hospital now admits 
skilled nursing care patients at a 
lower rate than acute care patients. 


Hospital occupancy increases 

The swing bed program increased 
the occupancy of the average hospital 
by 10 percent. The project has had a 
greater impact on some hospitals than 
the percentage indicates. Some of the 
hospitals, though agreeing to partici- 
pate in the experiment, have not be- 
come actively involved; therefore, as- 
sistance to those who are actively in- 
volved is even more significant. 

On the average, a hospital with 30 
beds might have 1 or 2 long-term-care 
patients, with an increased occupancy 
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ranging from zero to 75 percent. The 
average incremental cost of caring for 
an additional long-term-care patient 
per day is approximately $6. 


Today each hospital is allowed to: 


e Use empty, costly, acute care 
beds for long-term-care patients. 


Charge rates which would be 
commensurate with the level of 
services provided. 


Use staff and resources as need- 
ed without being hampered by 
separate accounting require- 
ments. 


Have conditions of participation 


for Medicare and Medicaid waiv- 
ed. 


Extend the use of their beds to all 
categories of patients, including 
those paying privately, Veterans 
Administration patients, and 
others, without regard to age. 


Increase use of and revenues 
from lab, x-ray, and other de- 
partments as well as from 
routine per diem revenue. 


The project itself does not reim- 
burse for patient care per se, but 
rather provides a mechanism whereby 
Medicare, Medicaid, and other 
payers reimburse the hospitals for 
providing long-term care without 
altering the charge structure for 
privately paying patients. 


Reimbursement alternatives studied 
As a separate project from the 
HEW contract, the Utah State 
Department of Health studied a 
number of reimbursement alter- 
natives to determine the most 
equitable and practical methods of 
reimbursing hospitals for providing 
long term care. There are six major 





alternatives. The first, which is cur- 
rently used by the project, is based on 
reimbursement for the increased costs 
generated by each new patient. The 
increase is gauged by six incremental 
cost centers of the hospital. 


The cost centers are personnel, 
maintenance and operation, house- 
keeping, laundry, dietary, and equip- 
ment. In the case of personnel, there 
have been no instances where addi- 
tional nursing staff was needed. This 
is because a hospital is required to 
staff for its peak loads, not its 
valleys. 

The additional cost of maintenance 
and operation for each additional pa- 
tient ranges from 66 cents per patient 


day for long term care to $3.38 per 
patient day. Other centers have 
similar cost spreads which vary ac- 
cording to each facility and its in- 
ternal operations. The disadvantage 
of this reimbursement method is that 
fixed costs are not factored into the 
equation, 


A second possible method of reim- 
bursement is a formula whereby the 
long-term-care rates are calculated by 
using a percentage of the acute care 
rates. This gives the older hospitals a 
greater percentage of reimbursement 
for actual costs because they have a 
lower debt service and gives the newer 
hospitals with a higher debt service a 
lesser percentage of actual costs. The 
same problem would occur for the 
third possible method where Medi- 
caid’s reimbursement rate for nursing 
homes is used as a basis of reimburse- 
ment. 


The fourth possibility is to use ac- 
tual costs of operation as a reim- 
bursement measure. While this is pro- 
bably the best method, it would be 
very costly to do the time-motion 
study necessary to calculate the exact 
costs. 


Equally costly would be a fifth al- 
ternative: to determine the reimburse- 
ment rate by a rate review of the hos- 
pital’s costs. 


The sixth method of reimburse- 
ment is for the hospital and the fiscal 
intermediary to negotiate a rate. The 
negative factor in this method is that 
it is arbitrary and difficult. Each 
reimbursement method offers signifi- 
cant financial advantages and disad- 
vantages. A more complete study and 
analysis of each of these methods and 
others must be accomplished before a 
decision is reached as to which is most 
equitable. It is anticipated that the 
method eventually adopted will pro- 





vide the hospitals with rates that will 
be paid by all payers, including 
Medicare, and that the rates will be 
paid at the time of service, with little 
or no late settlements. 


The benefits realized by the swing 
bed program can be applied to small 
hospitals, urban and rural, across the 
country. Such a program nationwide 
should not be measured merely in 
terms of balance sheets and occupan- 
cy percentages, but also in terms of 
personal benefits gained by patients 
and their families. 





Dr. Bruce A. Walter, a physician, was deputy 
director of health for medical care and facilities 
in Utah’s Division of Health and principal in- 
vestigator of the Utah Cost Improvement Pro- 
ject. J. Donald West holds a master’s degree in 
public health and was director of the Office of 
Program Development, Utah State Division of 
Health, and project director of the Utah Cost 
Improvement Project. He is now with the Utah 
State Office of Health Care Financing and 
Standards. Mark D. Elggren was health ser- 
vices coordinator of the Office of Program 
Development. Dr. Walter and Mr. Elggren are 





now employed in the private sector. 
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s the focal point for government 

financing of health care ser- 
vices, the Health Care Financing Ad- 
ministration will have ‘‘an increasing- 
ly important role’’ in determining 
changes in the nation’s health 
delivery system during the 1980’s, ac- 
cording to Leonard D. Schaeffer, 
HCFA Administrator. HCFA is an 
agency of the Department of Health 
and Human Services (formerly the 
Department of Health, Education 
and Welfare). 


Rates of increase in 
cost and utilization of 
health care should 


taper off. 


Schaeffer believes: 


e There will be a movement away 
from the current reimbursement 
system toward one that is more 
sensitive to case mix—but it may 
take at least a decade to change 
the basic methodology. 


Diagnostic related grouping 
(DRG) is just one way of trying 
to handle the case mix approach, 
but it has not been tested for 
evaluation—and it is just one of 
several innovative approaches to 
reimbursement that HCFA will 





fund on a demonstration bac‘s. 


Hospitals will expand their ser- 
vices in the next decade, but 
there should be 2 reduction in the 
number of beds, and some hospi- 
tals will be closed. 


The number of regulations 
should be reduced—and simpli- 
fied or rewritten—so that it is 
easier for providers to under- 
stand federal requirements. 


Substantial changes will be made 
in the process by which regula- 
tions are developed during the 
1980s. 


Competition will increase in the 
health care system with the pro- 
liferation of alternate delivery 
systems. 


HCFA will become more closely 
allied with the health planning 
process. 


A national health insurance 
(NHI) program would mean a 
substantial expansion of HCFA’s 
functions. 





This article is reprinted with permission from 
the Federation of American Hospitals’ Review, 
December/January 1980. It appeared under 
the title, “HCFA in the 80s.’’ [©QCopyright 
Federation of American Hospitals 1979]. 
Subsequent to that publication, HCFA an- 
nounced another development of great concern 
to hospitals: proposal of an Annual Hospital 
Reporting System, which is described elsewhere 
in this issue. 
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e HCFA will play a larger role in 
the general economic climate— 
and an education program will 
be developed to teach beneficiar- 
ies how to use the health care 
system more wisely. 


The change in the Department of 
Health, Education and Welfare 
(HEW) to the Department of 
Health and Human _ Services 
(with Education becoming a sep- 
arate department) will increase 
the focus on health programs. 


Schaeffer, who started his second 
year as administrator of the financing 
agency in late 1979, made these and 
other observations on the role of 
HCFA in the 1980s during an inter- 
view recently with the Review. 

He said that he envisioned numer- 
ous challenges for HCFA in the new 
decade. 

‘Health care is one of the most im- 
portant and rapidly growing indus- 
tries in the country, and HCFA has a 
critical role in financing services to an 
expanding segment of the American 
population,’’ he explained. 


Methods of reimburse- 
ment can be inflation- 
ary; innovation is 
needed. 


‘‘The number of individual quali- 
fying for Medicare will increase over 
time. The life span in America is in- 
creasing, and the sophistication and 
efficacy of new scientific and medical 
tools to help expand this longevity is 
leading to the availability of more 
procedures to make this possible. So I 
believe that HCFA will have an in- 
creasingly important role in terms of 
supporting our beneficiaries. Also, 
we will have an increasingly impor- 
tant part in making certain that the 
health care system generally works 
well for all Americans.’’ 

Schaeffer—who was promoted to 
HCFA Administrator after serving as 
HEW Assistant Secretary for Man- 
agement and Budget—expressed the 
hope ‘‘that we will see the rate of 
increase in costs and utilization of 
health care begin to taper off. 








‘*As the population ages but does 
not need acute care hospitals, we will 
see a growth in long-term care types 
services and home health agencies, 
for example. I believe one of the big- 
gest challenges in the 1980s will be to 
determine the federal government’s 
role in that area.’’ 


It will take a decade or 
so to change HCFA‘s 
basic reimbursement 
methodology. 


Schaeffer made these comments in 
the question-and-answer session with 
the Review: 


In view of the federal govern- 

ment’s role in health care finan- 
cing, do you foresee any dramatic 
changes in the reimbursement picture 
in the 1980s? 

I believe that the economic im- 

pact of the cost based reim- 
bursement in Medicare—and to the 
degree that it is also adopted in 
Medicaid—was not envisioned when 
the programs were originally enacted 
into law. There is growing concern 
over the way in which the reimburse- 
ment methodology has become infla- 
tionary or leads to an inflationary im- 
pact. 


More innovative approaches 

I believe that, in the 1980s, we will 
see HCFA funding more innovative 
approaches—on a demonstration 
basis—to reimbursement, and I think 
that we will begin to see a movement 
away from our current reimburse- 
ment for hospitals and toward a hos- 
pital reimbursement system that is 
more sensitive to case mix and reim- 
bursement on the basis of the com- 
plexity of the cases in a hospital and 
the intensity of the services rendered. 

Those changes have yet to evolve. 
We are funding a variety of demon- 





strations that are mostly prospective 
rate setting kinds of situations—but 
we really haven’t been into these 
areas long enough to have made a 
complete evaluation. 

I believe it literally will take a 
decade or so to change the basic reim- 
bursement methology. 


When you speak of case mix, 

are you talking about diagnostic 
related groups (DRGs), for example? 

the DRG is one method of dif- 

ferentiating in terms of case 
mix, but I think there are probably 
other ways to go. One of the issues 
that we face is making sure that our 
reimbursement is equitable. Given the 
wide variety of hospitals, kinds of 
facilities, and kinds of services they 
provide, our current methodology 
probably needs to be improved. That 
is why we are funding these demon- 
strations to determine if there are bet- 
ter ways. 


I want to be very specific on this 
point. When I say case mix, I don’t 
necessarily mean DRGs. The diag- 
nostic related group is one way of try- 
ing to handle the case mix approach. 
It was developed at Yale University 
under a HCFA research grant. But it 
is just one way of doing it. The DRG 
approach has not been tested. I do 
not want to give anybody the feeling 
that I am endorsing it. It is just one 
way of trying to get to the problem 
of—how do you reimburse in a way 
that is more sophisticated and more 
accurate than the current method- 
ology. I use the term case mix in a 
variety of ways. 

I believe it will take a while to make 
any fundamental changes in reim- 
bursement. Although we are aware of 
problems in the current approach, no 
one has come up with a new one that 
solves our concerns. The demonstra- 
tions will be very important in terms 
of developing and demonstrating the 
effectiveness of new reimbursement 
approaches. 


What is your personal view of 

the health regulatory field now, 
and what changes do you foresee in 
the current decade? 

The national mood—which is 
A shared within the Federal Gov- 
ernment—is to keep federal regula- 
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tions to a minimum. We share that 
point of view at HCFA, but our basic 
way of dealing with our operating 
programs is by regulation. For in- 
stance, we cannot reimburse pro- 
viders without regulations defining 
the reimbursement process. We can- 
not implement the Medicaid Act in 
terms of what is expected of states 
without regulations. 

Our regulatory process is not one 
intended to restrict or control the ac- 
tivities of any sector of our economy. 
It is a process that is absolutely 
necessary for us to do our job—which 
is to purchase services for eligible in- 
dividuals. 


Coverage... benefits... 
eligibility... all must 
be articulated in 
regulations. 


The coverage policy—the benefit 


structure—the eligibility policy—all 
of that for Medicare, Medicaid and 
the PSRO program—must be artic- 
ulated in regulation. So, HCFA 
always will have a body of regulation, 
or it cannot operate. 


Rewriting of regulations 

In terms of the 1980s, what I hope 
we will see is that the Medicare and 
Medicaid regulations—as they affect 
providers—become more consistent. 
I would like to see the number of 
regulations reduced—and I would 
like to see a simplification or an 
interpretation, a rewriting of the 
regulations, so that it is easier for 
providers to understand federal re- 
quirements. 

One of our problems, I believe, is 
that many of our regulations are very 
difficult to understand. We must doa 
better job of articulating what it is we 
need and eliminate those things that 
are just not necessary or don’t work. 

In HCFA, we have an Office of 
Health Regulations, which is charged 
with reviewing the existing body of 
regulations and eliminating those that 
are not really helpful. Also, we have 
an organization called Regulation 
Management, which is responsible 





for developing our annual regulations 
agenda so that we can tell the world 
what we require and to encourage 
participation from non-government 
sources. 


By publishing an 
annual regulations’ 
agenda, HCFA tells the 
world what we require 
and encourages par- 
ticipation from non- 
government sources. 


You have complained in the 

past about not receiving enough 
response from the provider commu- 
nity on notices of proposed rule- 
making (NPRM). Is this improving? 

Responses to the NPRMs have 

improved—but it is very uneven. 
Some regulations where the associa- 
tions and HCFA senior staff do a 
good job of alerting the provider 
community usually receive adequate 
comment. But, on some of the more 
technical ones—those that require a 
much higher level of analysis in terms 
of determining the final impact—we 
still don’t receive as many responses 
as I would like. In my viewpoint, the 
regulations process is a participatory 
one. It is a public process, and I 
would welcome anybody who has 
something constructive to offer to 
respond. 

In the 1980s, however, I believe 
there will be a very substantial change 
in the process by which we attempt to 
lay out all the issues that we are aware 
of in order to take a look at possible 
solutions. We look first at adminis- 
trative solutions—and then legislative 
options—and lastly, regulatory op- 
tions. If we think there is an issue that 
requires regulation—-for instance, a 
new law to be implemented typically 
requires agenda setting process. This 
is an attempt to prioritize the work we 
have to do to make sure we undertake 
the most important work first. The 
critical part is developing an annual 
agenda and publicizing it because 
these are items that we must deal with 
in the course of the next 12 months. 





I would encourage providers and 
associations representing providers to 
comment on that agenda because one 
of the things we do not want to do is 
issue regulations where they really 
aren’t needed. We now have a unit 
within HCFA whose job is to make 
the case that a regulation is not 
needed—in other words, try to 
demonstrate that there are other 
ways, administratively or legislatively 
to achieve the same results. 


National health insurance 


What do you believe HCFA’s 

role will be in any national 
health insurance (NHI) program? 

The various national health 

plans that have been proposed 
reflect a variety of different ap- 
proaches toward a minimum level of 
health insurance coverage for all 
Americans. But most of them share 
the idea—or the approach—that in- 
surance coverage for employed indi- 
viduals would continue to be made 
available through private insurance 
companies with a relationship either 
with the individual or with the em- 
ployer. For those individuals who are 
not employed or cannot afford to 
purchase health insurance, the Fed- 
eral Government would do the fi- 
nancing. This means that, typically, 
HCFA’s role would be expanded 
from the current 47 million bene- 
ficiaries to between 10 million to 25 
million more individuals—depending 
upon the plan. 


We now have within 
HCFA a unit whose job 
it is to make a case 
that a regulation is 
not needed. 


So, a national health plan would 
mean an increased role for HCFA in 
the sense of service to beneficiaries. It 
would also mean greater integration 
of the administration of the current 
Medicare and Medicaid programs. It 
would mean greater consistency be- 
tween private insurance plans and 
federal financing plans. As we move 
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toward such a direction, there would 
be a fantastic opportunity for us to 
improve the administrative and 
computer-related processes for billing 
and reimbursement. We would see 
tremendous improvement being 
achieved—and transactions, in terms 
of reimbursing providers, occurring 
on a more timely and more accurate 
basis. 


What kind of changes do you 

envision for the hospital in 
dustry in the 1980s and do you believe 
these will come about? 

Clearly, we are in a situation of 

some inherent conflict for the 
hospital industry. On the one hand, 
the need and desire for quality hos- 
pital services are increasing in this 
country, and I believe all Americans 
want—and should have access to the 
finest hospital care which is available. 


Costs will increase, therefore, in 
terms of costs per service and the 
number of services utilized. By the 
same token, however, we have excess 
beds. Because of population chan- 
ges—or demographic changes—a 
variety of hospitals are not being fully 
utilized. 

I believe that we will see a period of 
expansion in the sense of more ser- 
vices—and better services—but also 
some contraction in the number of 
beds. I think that, in the 1980s, many 
hospitals will be reducing their total 
bed size, and some hospitals may 
close. It is not going to be easy for 
those institutions, but it is something 
that, in my opinion, is necessary be- 
cause we cannot afford to continue 
with nearly 100,000 excess beds in the 
country. 


Competition in health care 


Do you foresee more competi- 

tion in the health delivery 
system and a proliferation of alter- 
nate delivery systems during this new 
decade? 


In the early part of this century, 
the basic notion surrounding 


health care—particularly hospital- 
based services—was that is was not 
related to competition because the in- 
dustry was small, and there was a 
community-based approach to assist- 
ing with the health problems of indi- 





viduals. Now, we have a huge indus- 
try—consuming a vast amount of 
money. Health care is the third lar- 
gest industry in America now, and 
our traditional way of dealing with 
costs and a variety of services is 
through competition. I think we will 
see more and more of this in the 
health maintenance organizations 
movement is strong and will grow 
stronger. Thus, it will have an im- 
pact. The other kinds of delivery 
sites—such as emergi-centers, surgi- 
centers, free-standing outpatient and 
inpatient clinics—will grow and com- 
pete with each other in the sense of 
where people wish to go to receive 
services. 


It is my judgment that entry to the 
traditional hospital setting will be fill- 
ed with a variety of other options. 
The rate of the number of people who 
get into a hospital for the kinds of 
things that currently are associated 
with admissions will be reduced. In 
other words, over time, we will be 
able to deal better with problems out- 
side the hospital that currently re- 
quire hospitalization. However, by 
the same token, we will develop new 
techniques to deal with health care 
problems that now are not treat- 
able—and those probably will involve 
hospitalization. 


Do you foresee HCFA assum- 

ing other major functions in the 
health delivery system administration 
in the 1980s? 

We have a growing awareness 

of two functions that are not 
now associated with the organization. 
During the past 10 years, our basic 
function has been purchasing health 
care services for our beneficiaries, 
and we have focused on the reim- 
bursement methodology which is crit- 
ical to the purchase of care. As we 
look ahead during the next 10 years, 
we are going to focus on two objec- 
tives. One is our responsibility to our 
beneficiaries to help them understand 
the health care system. This includes 
what they are entitled to under our 
programs—and encompasses func- 
tions such as second opinion pro- 
grams aimed at making our bene- 
ficiaries more knowledgeable and 
healthier. This would include pre- 
ventive counseling so that they 





wouldn’t need medical services as 
much as in the past. 

One of the concerns that we have 
had in recent years is the impact of 
HCFA activities on the general econ- 
omy. We are concerned over the im- 
pact of hospital reimbursement on 
the general economy. Is it infla- 
tionary? Is it the best use of medi-tax 
dollars? 

We are putting a tremendous 
amount of funds into the economy, 
and I believe we should be more sen- 
sitive to the way that money flows. 
Thus, HCFA should play a bigger 
role in the general economic climate. 


Health planning role 


Does HCFA anticipate taking a 

larger role in health planning in 
this new decade? 

Dr. Julius Richmond, assistant 

HEW secretary for health, and 
I have started a series of conversa- 
tions about the relationships which 
should exist between the PSRO pro- 
gram and the health systems agencies 
(HSAs). I believe we will try to have a 
better relationship. Right now, the 
thing that ties them together is the 
data which we make available to the 
planning agencies. I believe that, in 
the future, we will try to be more 
closely allied with the planning pro- 
cess on the front end. 

From the HCFA point of view, we 
want to promote and strengthen the 
planning process, particularly in 
terms of capital investment. We have 
an unfortunate situation in that we 
are overcapitalized in this country. 
There are too many hospitals, and I 
don’t know that our reimbursement 
methodology has been focused on 
that problem yet. I think it will come 
in the next couple of years. We will be 
trying to refine our reimbursement 
principles so that we provide suffi- 
cient funds to be sure that all facilities 
are kept up in the sense of deprecia- 
tion. 

We don’t want, however, a situa- 
tion where we continue to overbuild. 
In the next two to five years, I feel 
that we will see HCFA begin to come 
up with a number of regulations aim- 
ed at the capital question. Since plan- 
ning agencies are so concerned about 
this question, we will be working 
hand in glove with them. * 
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STATES THAT ENCOUNTER 
severe financial problems with their 
Medicaid programs can take positive 
steps that preserve access by the poor 
to mainstream health care, while 
making possible both immediate and 
long-term reduction in costs. 

The Staff of the Health Care 
Financing Administration (HCFA) 
which administers Medicaid at the 
federal level, work with state officials 
to avoid drastic remedies, such as 
restricting eligibility or services to 
beneficiaries. 

Medicaid is a joint federal/state 
program that finances medical care 
for low-income families. Nationwide, 
the federal share of costs is 56.5 per- 
cent, but it can be as high as 78 per- 
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measures help keep 
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cent in some states, or as low as 50 
percent in others. All states except 
Arizona participate in the Medicaid 
program, as well as Guam, Puerto 
Rico, the Virgin Islands, the District 
of Columbia, and the Northern Mari- 
ana Islands. States finance their por- 
tion of Medicaid costs mainly 
through general revenues. For some 
services, the recipient may be asked to 
pay a nominal portion (called a co- 
payment), although the amount of 
this is limited under federal law. 
Throughout Medicaid’s 16 years of 
existence, states have sometimes en- 
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countered periodic or chronic diffi- 
culties in finding the tax dollars re- 
quired for the program, and some 
state legislatures have failed to ap- 
propriate sufficient funds for it. 
Also, financial problems arise when 
Medicaid dollars are not spent in the 
most efficient manner. In recent 
years, rising rates of health care costs, 
inflated beyond the overall cost of liv- 
ing, have threatened funding of 
health and welfare programs nation- 
wide and brought woe to many state 
Medicaid programs. 


Tale of two states 

Recent newspaper accounts have 
detailed the Medicaid problems of 
two states, Alabama and Mississippi. 
These are not the only state programs 
that have encountered financial dif- 
ficulties, but their situations suggest 
some of the difficulties states en- 
counter with Medicaid. 


Alabama 

Severe deficits in state funding 
have threatened Alabama’s Medicaid 
program for the remainder of the 
fiscal year ending September 30. The 
program has been running a $25 
million deficit in state money, largely 
because it has been underfunded for 
years, and unpaid bills have been car- 
ried forward from year to year. 
Alabama’s legislature recently 
authorized the transfer of $10 million 
to Medicaid from other funds. But 
cutoff of both mandatory and op- 
tional medicaid services will occur 
June 1, if sufficient dollars are not 
found to continue the program. 

The situation is complicated by the 
fact that most of the state’s taxes are 
earmarked for specific purposes, and 
Medicaid must share the general fund 
with such big-budget programs as 
highway maintenance. Alabama pays 
29 percent of the cost of its Medicaid 
program, with the Federal Govern- 
ment picking up the balance. 

Various measures have been pro- 
posed by Alabama to save money or 
increase funds available for the pro- 
gram. Among them: 


e A two-year moratorium on ad- 
missions of intermediate care pa- 
tients to nursing homes under the 
optional program; 





© Increased corporate taxes; 


© Developing alternative methods 
for reimbursing inpatient 
hospital care; and 


e Tightening up of eligibility re- 
quirements relating to benefi- 
ciary assets. 


The Alabama Medicaid program 
already has in operation certain ad- 
ministrative mechanisms to optimize 
cost-effectiveness, including a Medi- 
caid Management Information Sys- 
tem (MMIS), ‘‘lock-in’’ programs, 
and third-party recovery (such mech- 
anisms are described later in this arti- 
cle). 


Mississippi 

Cost overruns have plagued Missis- 
sippi’s Medicaid program also. Each 
year the state has experienced dif- 
ficulty in raising its share (about 22 
percent) of the Medicaid funding. 
Two factors have complicated the 
situation: 


e Unwarranted increases in the 
number of long-term-care pa- 
tients whose bills are paid by the 
Medicaid program. State offi- 
cials attribute this to lack of ap- 
propriate controls over the supp- 
ly of nursing home beds. Last 
year, the number of beds in 
Mississippi increased from 9,800 
to 10,695, with nearly 4,000 
more authorized in as yet unbuilt 
facilities. 


Determination of eligibility for 
the aged, blind, and disabled is 
handled by the state, although it 
could be done by the Federal 
Government at a lower cost to 
the state. Most states opt for 
federal determination (this is 
handled by the Social Security 
Administration, which uses the 
same standards as those for the 
Supplemental Security Income 
cash assistance program). 


This winter, Mississippi faced a 
Medicaid overrun of about $10 
million ($215 million was budgeted in 
state dollars). Mississippi’s legislature 
is proposing several remedies, in- 
cluding change of responsibility for 
eligibility determination and increas- 





ed state allocations to Medicaid. It 
has already voted $25 million to carry 
the program through the remainder 
of the fiscal year. 


Drastic remedies multiply problems 

Faced with similar financial prob- 
lems; the response of some state Med- 
icaid programs has been, to reduce the 
number of beneficiaries by adopting 
more restrictive eligibility standards; 
reducing or limiting services; redu- 
cing or freezing dollars paid to pro- 
viders; or requiring beneficiaries to 
share in the costs. 


Many states have 
reduced Medicaid 
costs by positive steps 
relating to program 
management and 
financing. 


Such measures not only work coun- 
ter to the very purposes of Medicaid 
in serving low-income people, but 
often result in increased expenditures 
elsewhere. For example, primary care 
services provided in hospital 
emergency rooms cost a great deal 
more than the same services provided 
in a doctor’s office. This misuse of 
facilities at an inappropriate level of 
care also occurs when physicians drop 
out of the program because Medicaid 
fees are reduced. 

Then too, cutting back on optional 
services, such as prescription drugs, 
can affect the quality of care. If a pa- 
tient cannot afford prescribed medi- 
cation, the full treatment cannot be 
carried out. Ailments that can be 
treated easily in an early stage may be 
much more difficult and costly to 
cure later, if the price of the co- 
payment causes the patient to delay 
seeking medical attention. 

A fundamental requirement for 
financial soundness is that states par- 
ticipating in Medicaid allocate suffi- 
cient revenues to fund the desired 
level of services to all of those eligible 
under the standards selected. Of 
course, fiscal and political considera- 
tions often complicate a state’s Medi- 
caid funding situation. 
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But, many states have been able to 
reduce Medicaid costs through posi- 
tive measures relating to program 
management and financing. Federal 
officials responsible for the program 
at the national level have provided 
advice and assistance to help the 
states manage, rather than be man- 
aged by, this complex, expensive, 
politically sensitive, and administra- 
tively difficult program. 


Remedies advocated by the Federal 
Government and found workable by 
many states fall into two groups— 
those designed to produce immediate 
results, and those that are more long 
term. 


Short-term actions 

Among the short-term actions 
available to states to cut Medicaid 
costs, usually within a one-year 
budget cycle, are third-party recov- 
eries, lock-in programs, innovative 
purchasing plans, quality control to 
cut eligibility errors, detection and 
remedy of systems’ abuse, and re- 
quirements for second opinions on 
surgery. Some details: 


© Third-party recoveries. Many 
Medicaid beneficiaries are eligi- 
ble for payment of all or part of 
their medical expenses by ‘‘third- 
parties,’? such as Blue Cross/ 
Blue Shield and other private 
health insurers, Medicare, liabil- 
ity and casualty insurance, court 
settlements, worker’s compensa- 
tion insurance, absent parents, 
and probated estates. Since Med- 
icaid, by statute, is the payer of 
last resort, states must have ef- 
fective programs for pre-pay- 
ment cost-avoidance or post- 
payment recovery of benefits 
payable by third parties. States 
now implementing comprehen- 
sive third-party recovery pro- 
grams and claims processing edit 
systems anticipate savings in the 
millions of dollars. 

Some states however have 
been slow in setting up effective 
third-party programs. To sup- 
port state efforts, HCFA recent- 
ly issued new final regulations 
that permit states to require ben- 
eficiaries to assign their rights to 
medical benefits to the state as a 





condition of eligibility. If the 
state chooses to institute such a 
requirement, the regulations fur- 
ther allow the state to make ar- 
rangements with other agencies 
to more readily identify health 
resources, such as agreements 
with child support enforcement 
agencies to pursue health insur- 
ance available from absent par- 
ents. HCFA provides on-site 
technical assistance to states re- 
questing help. 


Lock-in programs. A number of 
states (Missouri and Kentucky 
among them) have implemented 
a ‘‘lock-in mechanism,’’ under 
which beneficiaries who appear 
to be doctor-shopping or using 
services excessively or inap- 
propriately are identified from 
their Medicaid records. Such 


beneficiaries are then required to 


select a primary physician or 
pharmacy or both. Only services 
provided or ordered by the 
primary physician or drugs 
dispensed by the pharmacy are 
reimbursed. (Of course, the con- 
cept of a primary care physician 
to oversee a patient’s total care is 
becoming widely accepted and 
has many advantages.) 


Innovative purchasing plans. A 
variety of approaches are being 
explored for the cost-effective 
purchasing of health care sup- 
plies. A number of states are stu- 
dying volume purchasing, partic- 
ularly in the area of drugs. In ad- 
dition, HCFA has proposed reg- 
ulations for the purchase of eye- 
glasses and hearing aids that 
would require development of an 
acquisition cost program, a vol- 
ume purchase plan, or some 
combination of these by the state 
agency. The maximum allowable 
cost (MAC) program for pur- 
chase of generic drugs, imple- 
mented several years ago, is now 
realizing significant savings for 
States. 


Control of eligibility errors. 
Payments on behalf of ineligible 
persons account for a high per- 
centage of misspent Medicaid 
dollars. The Medicaid quality 





control system makes it possible 
for states to determine their error 
rates and produces analytical 
data from which to determine 
causes of errors. A common fac- 
tor in eligibility errors is the 
failure to use information on 
hand. To correct this, a state 
may have to spend administra- 
tive money to save program dol- 
lars. Many states are moving 
toward increased automation of 
eligibility determination and case 
load management. HCFA staff 
works with states to develop pro- 
files of error-prone cases and 
provides on-site assistance to im- 
plement corrective action. 


Systematic detection of abuse 
and waste. Another method that 
produces immediate results is an 
effective state program for inves- 
tigating and documenting sus- 
pected fraud and abuse and 
assuring that statutes and court 
systems are geared to prosecute 
where fraud is indicated. Such a 
system has a deterrant effect as 
well. HCFA makes available 90 
percent matching funds for the 
development and initial opera- 
tion of these programs and of- 
fers technical assistance for their 
development. 


Payments for ineligi- 
ble persons account 
for a high percentage 
of misspent Medicaid 
dollars. 


e Second surgical opinions. 
Another potential means of cost 
savings, still under study, is a 
program of mandatory second 
opinions for elective surgery. 
These are typically confined to 
the most common surgical proce- 
dures, such as tonsillectomies, 
hysterectomies, and removal of 
gall bladders. Massachusetts, 
which has operated a second- 
opinion program for 2 years, 
claims a decline in the number of 
surgeries performed with no cor- 
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responding rise in alternative 
treatment costs. 

HCFA is conducting a public 
information campaign to en- 
courage people to obtain a se- 
cond opinion before undergoing 
non-emergency surgery. It has 
distributed five-million bro- 
chures in English and Spanish, 
posters, and radio and TV spots. 
A national, toll-free hotline 
helps callers locate a physician 
who will give a second opinion 
(800-638-6833). 


Long-range techniques 

Other techniques that states can use 
to save Medicaid dollars call for more 
lead time and significant investment 
of resources, and may require incre- 
mental implementation before signifi- 
cant results are evident. Among these 
mechanisms are the Medicaid Man- 
agement Information System 
(MMIS); utilization review and con- 
trol; and health maintenance organi- 
zations (HMOs). 


© Medicaid Management Informa- 
tion System. To administer a 
complicated program like Medi- 
caid, managers require timely 
and accurate data. Congress rec- 
ognized this need 8 years ago 
when, to encourage states to de- 
velop and operate mechanized 
data systems, it provided for a 90 
percent matching rate for the de- 
velopment of the system and a 75 
percent operational matching. 
Known as an MMIS, such a sys- 
tem may represent the single 
most important step a state can 
take toward cost-effective oper- 
ation of Medicaid, because most 
other management improve- 
ments and cost-containment ac- 
tivities depend on timely and ef- 
ficient claims’ processing and ef- 
fective use of program manage- 
ment information. 
Unfortunately, in both the 
federal and state governments, 
MMIS has been linked primarily 
to the claims’ payment system, 
rather than to operational man- 
agement. To change this empha- 
sis, HCFA is developing, with 
the assistance of state rep- 
resentatives, performance stan- 





dards to evaluate how effectively 
states are using MMIS for the 
overall management of Medi- 
caid. 

Now 28 states have a certified 
MMIS and the others are plan- 
ning or developing one, with the 
exception of states with small 
Medicaid populations where 
broad-scale computerization is 
impractical. 


Utilization review and control. 
As they mature, Professional 
Standards Review Organizations 
(PSROs) are having a positive ef- 
fect in reducing lengths of 
hospital stays. For the most part, 
this has been accomplished with 
limited state involvement. Pre- 
sent law permits and encourages 
states to monitor PSROs, but 
only 21 states have developed a 
monitoring plan approved by 
HCFA. In working with PSROs, 
states have a good opportunity 
to establish mutual utilization 
control goals and to develop the 
performance criteria to measure 
progress toward those goals. 


Cutting unnecessary 
Medicaid expenditures 
benefits both federal 
and state budgets. 


More than 70 percent of the 
average state’s budget is spent 
for hospital and nursing home 
services, making measures to 
restrain costs in this area espe- 
cially significant. In the planning 
area, states can use their compre- 
hensive planning and licensing 
powers to restrict the addition of 
unnecessary hospital beds, facil- 
ities, and equipment, and to 
maintain stricter professional 
standards. In reimbursement, 
under the present statute, states 
may develop alternative payment 
systems for inpatient hospital 
services, instead of reimbursing 
on the Medicare model, and 10 
states have done so. 

In addition, more than a 
dozen states have adopted legis- 





lation establishing hospital-rate 
review commissions. HCFA cur- 
rently supports several demon- 
stration projects and is evalua- 
ting the experience of a number 
of states operating under such 
commissions. Preliminary data 
show this to be an effective 
mechanism to restrain cost in- 
creases. 


The issue: Can quality 


care under Medicaid 
be financed in a time 
of limited resources 
and competing 
demands? 


Long-term care serves 6 per- 
cent of the Medicaid population, 
but consumes 38 percent of Med- 
icaid dollars. State and federal 
leaders alike are seeking more 
humane and cost-effective ways 
to meet the needs of the older 
population which, with the 
‘‘sraying of America,”’ will con- 
tinue to grow. 

Currently, HCFA is undertak- 
ing a number of initiatives that 
concern long-term care, and 
several states are developing and 
enforcing more precise level-of 
care-criteria to prevent the inap- 
propriate placement of individu- 
als in long-term care _institu- 
tions. Texas is doing this with an 
approved federal waiver to avoid 
harming individuals now in the 
level of care being phased out. 

Federal task forces are study- 
ing alternatives to institutionai 
long-term care. A recent report 
by the General Accounting Of- 
fice on nursing home utilization 
in Medicaid indicated the poten- 
tial for innovation in this area 
with attendant cost savings. In 
addition, HEW is supporting 
‘‘channeling’’ demonstration 
programs. Approximately $20 
million is available this fiscal 
year to develop and evaluate the 
extent to which a local commun- 
ity structure can manage, coor- 





JUNE 1980/HCFA FORUM 











dinate, and arrange provision of 
in-home, community-based, and 
institutional long-term-care ser- 
vices to assure the most appro- 
priate and least costly services in 
the least restrictive setting. 


Health Maintenance Organiza- 
tions. Another approach to con- 
taining costs and improving ser- 
vices is the expanded enrollment 
of Medicare and Medicaid bene- 
ficiaries in HMOs. HMOs’ cost 
effectiveness has been well docu- 
mented (see the article on HMOs 
elsewhere in this issue). 

HCFA is intensifying its ef- 
forts in HMO development for 
Titles XVIII and XIX through 
an education outreach program, 
technical assistance, and legisla- 
tive efforts directed toward 
reform of the reimbursement 
system. States are encouraged to 
participate in planning and en- 
couraging HMO development, 
including the removal of any 
licensing barriers. 


Federal dollars at stake 

Because Medicaid matches state 
dollars with federal dollars, cutting 
unnecessary expenditures benefits 
both federal and state budgets. 
HCFA is taking various administra- 
tive actions and seeking legislation 
that could improve the management 
of the Medicaid program and hold 
down costs. Among the management 
initiatives: 

e Administration of Medicaid and 
Medicare is now integrated at the 
federal level, so that the 
strengths of each program 
benefit the other. More simple 
and consistent administrative 
policies will increase access to 
health services for Medicaid 
beneficiaries and reduce pro- 
gram costs. 


e To improve its policy-writing 
function, HCFA has published 
an agenda of proposed regula- 
tions in the Federal Register. All 
those affected by HCFA policy 
deliberations and decisions— 
states, beneficiaries, and provi- 
ders—will know in advance the 
regulations that will be de- 





veloped over a certain time 
period. HCFA invites comment 
and participation by all affected 
parties to this process. 


Development of performance 
standards for states and contrac- 
tors will help HCFA evaluate 
management efficiency in terms 
of results instead of process. 


On the legislative side, the Ad- 
ministration has initiated or sup- 
ported a large number of changes in 
the Medicaid law that are currently 
pending in the Congress. A major in- 
itiative of this Administration is the 
Child Health Assurance Program 
(CHAP). In addition to improving 
coverage and access to care for many 
of this nation’s neediest children, the 
CHAP bill provides for an increase in 
the federal matching rate to states 
that reach out to assess or provide 
continuing care to needy children. 
Under CHAP, the better a state per- 
forms, the more federal dollars it will 
receive for ambulatory services to 
children. 


National commitments 

The real issue facing both the 
Federal Government and the states is 
not whether quality health care can be 
assured to Medicaid beneficiaries, but 
whether it can be financed in a time 
of limited resources and competing 
demands. With medical costs escala- 
ting, the financers of health care, 
public and private, are running short 
of money. Productivity is declining 
and with it, real government reve- 
nues. Yet the administration is de- 
termined to meet its commitments to 
the poor. 

To hold down Medicaid costs and 
maximize the value of the dollars 
spent, there must be adequate con- 
trols built into the program. Many of 
the mechanisms described in this arti- 
cle have grown out of the states’ prac- 
tical, day-to-day experiences in 
wrestling with problems of health 
care financing and delivery. 

Through such- mechanisms and 
with federal support and coopera- 
tion, the states have a reasonable ex- 
pectation of achieving Medicaid’s 
goal: to make available high quality 
medical care to eligible persons on a 
timely, cost-effective basis. 8 
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Update 


Before Medicaid pays... 


States will be allowed to collect 
other medical benefits available to 
Medicaid patients before spending 
state or federal funds, under new 
regulations that become final in May. 
HCFA expects to save millions an- 
nually, largely from health insurance 
of absent parents who provide in- 
come support to their children in the 
Aid to Families with Dependent Chil- 
dren program. 

The state child support enforce- 
ment agency will be authorized to 
help the state Medicaid agency collect 
payment for medical care from ab- 
sent parents. Until now, programs 
were only concerned with collecting 
cash support payments. 

Jointly promulgated by HCFA and 
the Office of Child Support Enforce- 
ment, the regulations implement 
aspects of the 1977 Medicare- 
Medicaid Anti-Fraud and Abuse 
Amendments. States now may opt to 
require Medicaid applicants or bene- 
ficiaries, as a condition of eligibility, 
to assign to the state any rights they 
may have to medical support or other 
payments for medical care, such as 
private health or casualty insurance 
or workers’ compensation. 


Consumers invited to 
public hearings on 
certification of care 
providers 


Medicare and Medicaid consumers 
have a special opportunity this spring 
to help shape HCFA regulations af- 
fecting health care services delivered 
by hospitals, long-term care facilities, 
laboratories, and other providers. 

Public hearings on the regulations 
are being held in 11 major cities. The 
proposed regulations specify pro- 
cedures by which the providers are 
certified to participate in the 
Medicaid and Medicare programs. 
HCFA’s goai is to make such pro- 





cedures more effective in improving 
the quality of care, while holding 
down costs and reducing reporting 
burdens for health care institutions. 

Among issues to be considered are 
frequency of inspections and repor- 
ting requirements for health care 
facilities, and the role of consumers 
in determining an institution’s con- 
tinued participation in the two pro- 
grams. 

Hearings scheduled include: Phila- 
delphia (May 6-7), Atlanta (May 7-8), 
Chicago (June 2-3), Dallas (May 21), 
Kansas City, MO (May 14), Denver 
(May 15), San Francisco (May 20-21), 
and Seattle (May 22-23). Individuals 
or groups interested in testifying 
should contact the HCFA regional 
office in their area. 
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HEW loses ‘‘E,”’ gets 
new name: Department 
of Health and Human 
Services 


As of May 5, the Department of 
Health, Education, and Welfare 
(HEW) is .redesignated the Depart- 
ment of Health and Human Services 
(HHS). Simultaneously, the new 
Department of Education is estab- 
lished, incorporating what was 
previously HEW’s Office of Educa- 
tion. 

Legislation authorizing this change 
was signed into law on October 17, 
1979. 





HHS thus becomes the principle 
federal department charged with fur- 
thering the good health of Americans 
and providing them with essential 
human services. It is responsible for 
more than 300 programs and 150,000 
employees. In 1981, HHS will 
disburse about $280,000, 80 percent 
of it for social security payments and 
Medicare benefits. 

Although HEW was established by 
Congress in 1953, its roots go back to 
the early years of the nation. In 1798, 
the marine hospital service was set up 
in Boston by the Federal Government 
to care for seafarers. It proved to be 
the forerunner of the Public Health 
Service, which became a part of 
HEW. Medicare and Medicaid, 
enacted in 1965, were relative late- 
comers to the family of HEW pro- 
grams, while the Health Care Financ- 
ing Administration did not appear 
until the HEW reorganizations of 
1977. PHS, HCFA, and other ex- 
isting health and welfare agencies, 
along with their programs, will con- 
tinue under the aegis of the new 
Department. 


Coronary bypass surgery 
a good investment, 
says researcher 


Coronary bypass surgery is a sound 
investment at $15,000, because it 
enables 80 to 90 percent of the 80,000 
Americans treated each year to 
resume productive lives. 

This is the conclusion of a new 
study done by Alfred J. Anderson, 
researcher in biostatistics at the 
Medical College of Wisconsin, who 
published his findings in the Journal 
of the American Medical Association 
(February 8). 

The operation is economically 
worthwhile, especially for younger 
heart patients, says Anderson, since 
most of them can return to their jobs 
after surgery. He and his team 
studied 564 men from age 40 to more 
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Update 


than 60 who had undergone bypass 
operations, and found that 92 percent 
of those employed up to the time of 
surgery returned to work if they were 
under age 55 (if over 55, 80 percent 
resumed work). 

















New York State funds 
teen-age pregnancy 
projects 


To stress prevention of teenage 
pregnancy and to promote the self- 
sufficiency of teenage mothers, seven 
new project grants have been award- 
ed by the New York State Depart- 
ment of Social Services. 

The grants, along with continued 
funding for 16 projects initiated a 
year ago, total $827,000. 

“‘The Department’s goal,’’ said 
Social Services Commissioner Bar- 
bara B. Blum, ‘‘is to help service pro- 
viders at the local level respond to the 
increasing need for services to prevent 
unwanted pregnancy among teen- 
agers and provide supports for preg- 
nant teenagers and young parents.”’ 

In recent years, the incidence of 
pregnancy among teenagers eligible 
for services provided through 
Medicaid’s Early and Periodic 
Screening, Diagnosis, and Treatment 
program has risen dramatically. Fun- 
ding for the program is shared by the 
states and the Federal Government. 

The organizations receiving the 
state money will provide preventive 
and supportive services to teenagers 
and their families and conduct educa- 





tion programs to increase community 
awareness of teenage pregnancy and 
related service needs. 


Judge and hospital expert 
nained to head Bedford- 
Stuy medical care project 


Named to direct a $30 million 
demonstration project to provide 
medical care in the Bedford-Stuy- 
vesant-Crown Heights section of New 
York City are Justice Joseph B. 
Williams of the New York State 
Supreme Court and John J. Farmer, 
an expert in hospital financing and 
reimbursement. 

The purpose of the project is to 
produce health care reforms to pro- 
vide care for the area’s large popu- 
lation of working poor and illegal 
aliens, while ensuring that area 
hospitals and three freestanding 
clinics remain fiscally sound and 
achieve self-sufficiency at the end of 3 
years. The hospitals are Brooklyn 
Jewish, St. John’s Episcopal, and St. 
Mary’s Hospital Division of the 
Catholic Medical Center of 
Brooklyn. HCFA is joined by state 
and other sources in providing $6 
million in funding the first year. 

Justice Williams, who served as 
chairman of the Bedford-Stuyvesant 
Reconstruction Corporation, was ap- 
pointed chairman of the new 
project’s control board. Farmer, an 
accountant and a vice president of 
Blue Cross-Blue Shield of Greater 
New York, will be project director. 
He is experienced as a hospital ad- 
ministrator and financial controller. 

Called by HHS ‘‘one of the most 
sweeping urban health care demon- 
strations ever undertaken by the 
Federal Government,’’ the project 
addresses the problem faced by many 
inner-city hospitals in financing care 
to large numbers of poor patients not 
covered by Medicare or Medicaid. 





Energy-saving techniques 
for hospitals studied 


Can hospitals take energy-saving 
steps that will also save them money? 

HCFA and Blue Cross of Greater 
Philadelphia are betting they can, to 
the tune of some $683 thousand in 
grants to the Philadelphia Area 
Hospital Energy Conservation Com- 
mittee for a one-year demonstration 
project. HCFA’s share of the grant is 
$341,250. 

Engineers will study energy con- 
sumption patterns of 59 hospitals and 
recommend the most cost-effective 
means to reduce energy use. Replac- 
ing an entire heating system, making 
minor modifications to a burner unit, 
or upgrading insulation to protect 
heating ducts might be some of the 
improvements suggested. 

How much money will a hospital 
need initially to implement the sug- 
gestions, and how can it obtain reim- 
bursement for capital investment in 
energy programs? The project will try 
to answer such questions. 

Labor and business are cooperating 
in the project, which will be admin- 
istered by representatives from the 
Philadelphia Council AFL-CIO, the 
Greater Philadelphia Chamber of 
Commerce, the Delaware Valley Hos- 
pital Council, and Blue Cross. 

If the 59 hospitals carry out the ex- 
pected recommendations, they could 
save more than $4.5 million annually 
in energy costs, estimates HCFA Ad- 
ministrator Leonard D. Schaeffer. 
Such savings would have a favorable 
impact on Medicare and Medicaid, 
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which finance nearly 40 percent of 
community hospital costs. An earlier 
phase of the energy conservation ef- 
fort produced an annual savings of $5 
million in hospital energy costs. 


James Houdek, CPA, 
named to Provider 
Reimbursement Review 
Board 


James Houdek, Jr., a certified 
public accountant, was_ recently 
named to a three-year term as a 
member of the Provider Reimburse- 
ment Review Board, which resolves 
Medicare payment disputes involving 
$10,000 or more. 

His appointment to the five-man 
board takes effect May 18. Endorsed 
by the American Hospital Associa- 
tion and the Association of American 
Medical Colleges, Houdek will serve 
as provider representative on the 
board. He is presently an associate 
director of the AHA’s division of 
federal agency liaison. Previously he 
worked for HEW in the Medicare and 
Medicaid programs. 

The board is set up by law to con- 
duct independent appeals for health 
care providers who dispute determin- 
ations on reimbursement made by 
Medicare intermediaries, who process 
and pay claims for HCFA. 


Cancer insurance ‘‘close to 
worthless,’’ says House 
Committee on Aging 


‘There is good reason for concern 
about the limited value of cancer in- 
surance (for old people) and the fear 
tactics which are used to market it,”’ 
said House Committee on Aging 
Chairman Claude Pepper, D-Fla. 

After a year of study, the commit- 
tee issued a 292-page report in which 
it dubbed such insurance ‘‘close to 
being a worthless product.’’ Persons 





who are eligible for Medicare benefits 
and who have at least one supplemen- 
tary insurance policy get very little, if 
any, additional coverage from the so- 
called ‘‘dread disease’’ policies. 

Because insurance salesmen suc- 
cessfully prey on the fear of cancer 
harbored by old people, these policies 
constitute the fastest growing and 
most profitable type of insurance be- 
ing sold today, reports the House 
Committee on Aging. 

Although such insurance has been 


attacked by numerous other govern- |é 


In most states, Medicaid rates, set 
by each state program on a ‘“‘reason- 
able cost related basis,’’ are lower 
than the Medicare limits. 

HCFA invited comment on wheth- 
er Medicaid rursing home payments 
should be subject to Medicare limits, 
to limits established on a state-by- 
state basis, or to limits derived by 
some other method. 


ment reports, as well as by consumer |#, 


groups and state agencies, the study ‘ 
by Representative Pepper’s commit- ff 


tee is the most comprehensive yet. 


HCFA suspends payment 
limits for Medicaid 
nursing homes 


Reports that applying Medicare 
payment ceilings to state Medicaid 
reimbursements for nursing home 
care may cause financial problems for 
nursing homes in some states promp- 
ted HCFA to suspend the rule that 
says state reimbursement rates cannot 
be set higher than Medicare limits. 

The limits apply to routine nursing 
home costs such as room and board, 
not to the costs-of specialized care 
such as physical therapy and drugs. 

In New York, Wisconsin, Min- 
nesota, and Connecticut, concern has 
been expressed about the impact of 
the Medicare cost limits where state 
reimbursement plans, as approved by 
the Health Care Financing Adminis- 
tration, set payment rates at or above 
the Medicare limits. 

If the rule were to remain in effect, 
nursing homes with reimbursement 
rates higher than the Medicare limit 
for the area would have to accept the 
lower Medicare rate, or the state 
Medicaid program would have to 
make up the difference out of state 
revenues. 








Program for health- 
impaired elderly receives 
foundation funding 


To help elderly people with health 
problems maintain independent life 
styles as long as possible, the Robert 
Wood Johnson Foundation is pro- 
viding $4.6 million in grants to com- 
munity organizations to coordinate 
available local services. 

Funding of the Health-Impaired 
Elderly Program was announced 
recently by Dr. David E. Rogers, 
president of the foundation. The pro- 
gram will be administered by the 
Mount Sinai School of Medicine in 
New York. 

Older persons may be shunted off 
to nursing homies, Dr. Rogers pointed 
out, because they or their families are 
unaware of services that could help, 
such as home care, rehabilitation 
therapy, and home delivered meals. 
In each of eight areas of the country, 
coordinating organizations will be 
formed in cooperation with the 
federally supported area agency on 
aging and the major voluntary group 
providing services to the elderly. Each 
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organization will locate older persons 
with health problems, assess their 
needs, notify agencies that can help 
them, and follow up to be sure that 
services are received. A single grant 
will total approximately $600,000; 
payable over 3 years. 


Providers must meet 
standards of care or 
face sanctions, HCFA 


says 


Health care providers and practi- 
tioners who give their Medicare and 
Medicaid patients excessive or poor 
quality care are now subject to 
federal sanctions that may exclude 
them either permanently or tem- 
porarily from participating in the 
programs or fine them up to $5,000, 
under recently announced regula- 
tions. 

Physicians and other providers of 
health care under HCFA programs 
are required by law to ensure that ser- 
vices or items provided are medically 
necessary, properly documented, and 
of professionally recognized quality. 
Professional Standards Review 
Organizations must report violations 
to HCFA and recommend appropri- 
ate sanctions. 

“This regulation will help prevent 
continued violations of the obliga- 
tions providers and practitioners have 
to furnish proper care to our bene- 
ficiaries,”’ said HCFA Administrator 
Leonard D. Schaeffer. ‘‘We intend to 
see that the public is protected.”’ 

A practitioner or provider recom- 
mended for sanction by a PSRO can 





submit evidence or written argument 
to HCFA within 30 days of the notice 
of intent to sanction and before a 
determination is made. 


Future Medicare contracts 
to be awarded by 
competitive means 


Plans for major changes in how 
HCFA selects future Medicare con- 
tractors were revealed by the agency’s 
administrator, Leonard D. Schaeffer 
at a Dallas conference on March 10 
and 11. 

Future contracts will be awarded 
through competition, Schaeffer in- 
dicated, and contractors will be reim- 
bursed on ‘‘other than a cost basis.” 
Standards for contractor perfor- 
mance will be set up so that HCFA 
can assess financial damages or take 
adverse action for poor performance, 
on the one hand, or provide incentive 
payments for superior performance 
on the other. 

Another HCFA objective is to 
combine administration of Medicare 
A and B under a single contractor on 
the basis of geography, workload, 
and potential for absorbing new 
health insurance programs. 

More timely service to providers 
and beneficiaries and more accurate 
program payments should result from 
the changes, Schaeffer said, and the 
cost to the government of Medicare 
administration should be reduced. 
Legislative modifications will be re- 
quired for some of the changes, he 
noted. 





Northern Mariana 
Islands added to list of 
Medicaid programs 


A group of volcanic islands located 
100 miles north of Guam is the latest 
member of the ‘‘Medicaid club.’’ A 
Medicaid state plan was approved 
early this year for the Northern 
Mariana Islands, bringing the total 
number of Medicaid programs to 54. 

The plan covers medical services to 
both categorically and medically 
needy recipients and offers an addi- 
tional 16 optional services. Federal 
participation rate for the islands is 50 
percent, with a federal ceiling of 
$900,000 per fiscal year. 

Current health care expenditures 
for the islands (part of the Microne- 
sian Islands) are roughly $2.5 million. 
The Medicaid agency, directed by 
Gregorio S. Calvo, is located in the 
Department of Public Health and En- 
vironmental Services. 
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New 
Publications 


from the Health Care Financing Administration 





Health Care Financing 
Trends — a quarterly analysis 
of economic developments in 
the health care field. Data are 
reported on national health ex- 
penditures, community hospital 
statistics, consumer price in- 
dexes, employment of health 
care workers, and a variety of 
national economic indicators. 


peatth oe 
Trends 











Eleventh Annual Conference of State Medicaid 
Directors. April, 1979. 

Data on the Medicaid Program: Eligibility Services 
Expenditures. 1979 Edition. 106 pp. (Revised March, 
1980) — the most comprehensive compilation of 
Medicaid data available, a valuable source for those 
working in the delivery of health care services. 


Avoiding Erroneous Payments in State Medicaid 
Programs. November, 1979. 45 pp. —a collection of 
reports from the Corrective Action Projects Division 
on the technical assistance given to Medicaid agencies 
to help them reduce operational errors and resulting 
overpayments. 

Special Report: Some State and 
Federal Perspectives on Medicaid. 
1979. 214 pp. — selected papers from 
four conferences held during 1976 


{aig) 
Medicare 


Progress Through Partnership if 


Health Care Financing 
Review —a quarterly publica- 
tion of articles based on studies 
of reimbursement, coverage, 
and eligibility alternatives; the 
impact of HCFA programs 

on health care costs; and 
beneficiary access to health 
care services. 


These two new periodicals are 
available from: ORDS Publica- 
tions, Room 1E9 Oak Meadows 
Building, 6340 Security Boule- 
vard, Baltimore, Maryland 21235. 


and 1977 to explore federal and state initiatives in 
program management, cost containment, regu- 
latory approaches, and Medicaid’s relationship 

to the health care system. 

Catalogue of State Materials. October, 1979. 

26 pp. —a compendium of Medicaid program 
management materials produced by the states. 
Perspectives on Medicaid and Medicare 
Management — a publication issued about three 
times yearly which reports on innovative solutions 
to management problems faced by Medicaid 
managers and Medicare contractors. 

All M/MMI publications are available 
from: Medicaid/Medicare Manage- 
ment Institute Clearinghouse, 389 
East High Rise, 6401 Security Boulevard, 
Baltimore, Maryland 21235 


Management Institute 
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